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Commission granted to CTA and SIAC 
temporary exemptions from require- 
ments of Rule 17a-15 that last sale 
reports disseminated by moving ticker 
displays be accompanied by a market 
identifier indicating the market of 
execution. 
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to establishment and operation of 
multiple dealer trading facility. 
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SIGNIFICANT ITEMS 
ANNOUNCEMENTS 








34-14661 Commission issued provisional order 
authorizing certain self-regulatory 
organizations to implement on a tem- 
porary basis a national market facility 
consisting of an intermarket communi- 
cations linkage 





SECURITIES ACT OF 1933 
Release No. 5924/April 14, 1978 


Administrative Proceeding No. 3-5408 


TEMPORARY SUSPENSION OF THE REGULATION A 
EXEMPTION OF WEENIE MACHINES INTERNA- 
TIONAL, INC. 


The Securities and Exchange Commission has issued 
an order temporarily suspending the Regulation A 
exemption from registration under the Securities Act of 
1933 with respect to a public offering of securities of 
Weenie Machines International, Inc. (“Weenie or 
Issuer”) of Albuquerque, New Mexico. The underwriter 
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for the offering was W.A. Patterson, Inc., located in 
Albuquerque, New Mexico. 


Pursuant to a notification filed on December 7, 1977, 
Weenie offered 5,000,000 shares of its $.01 par value 
shares. According to the order, the Commission has 
reason to believe that: (a) the notification and offering 
circular of Weenie contains untrue statements of materi- 
al facts and omits to.state material facts necessary to 
makethe statements made, in light of the circumstances 
under which they are made, not misleading, particularly 
with respect to, among other things, the failure to 
disclose significant material facts concerning the 
managerial and financial abilities of management; (b) 
failure to disclose in the Risk section of the offering 
circular that the common stock of Weenie, owned by the 
President and Vice President, could be attached by their 
creditors, resulting in the transfer of substantial if not 
controlling interest in Weenie; (c) the misrepresenta- 
tions by the underwriter to potential investors 
concerning the future value and success of the issuer; 
and (d) the offering if made would be conducted in 
violation of Section 17(a) of the Securities Act of 1933, 
as amended. 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 14661/April 14, 1978 


in the Matter of 


AMERICAN STOCK EXCHANGE, INC. 


BOSTON STOCK EXCHANGE, INC. 


NEW YORK STOCK EXCHANGE, INC. 


PACIFIC STOCK EXCHANGE, INC. 


PHILADELPHIA STOCK EXCHANGE, INC. 


Application pursuant to Section 11A(a)(3)(B) 


(File No. 4-208) 


Temporary Order 
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Notice is hereby given that the Securities and Exchange 
Commission has issued a provisional order, pursuant to 
Section 11A(a)(3)(B) of the Securities Exchange Act of 
1934 (the “Act”), authorizing certain self-regulatory 
organizations to act jointly, in accordance with a plan 
(the “Plan”) filed with the Commission, with respect 
to matters as to which they share authority under the 
Act in planning, developing, operating and regulating 
a national market facility consisting of an intermarket 
communications linkage. The order authorizes those 
self-regulatory organizations to implement that facility 
on a temporary basis as a means of facilitating a 
national market system in accordance with the 
requirements of Cection 11A of the Act.1 


We believe it is important for the Commission to be 
able to proceed flexibly to encourage the development, 
and, where appropriate, immediate implementation, of 
facilities designed to meet the national market system 
objectives and to respond to the needs detailed in our 
January 1978 statement on the national market 
system.2 The Commission believes that, as a general 
matter, detailed plans contemplating joint develop- 
ment and operation of such facilities submitted to the 
Commission by self-regulatory organizations seeking 
Commission approval under Section 11A(a)(3)(B) of 
the Act would provide the Commission with a 
desirable degree of flexibility in that regard, 
particularly if such plans incorporate any joint 
procedures or methods of operation agreed to by plan 
sponsors which are to govern their conduct (both 
within their discrete markets and otherwise). 





The temporary authorization granted herein includes 
not only the specific self-regulatory organizations 
named above, but also any other self-regulatory 
organization which agrees to become a participant in 
the intermarket communications linkage. 


2Securities Exchange Act Release No. 14416 (January 
26, 1978) at 28-33, 43 FR 4358-59 (the “January 
Release’”’). 


3The Commission notes that, in the case of the Plan, 
the participants have filed, or have agreed to file, 
certain rule changes to implement the Plan. In 
addition, the Commission understands that certain 
clearing agencies have filed, or intend to file, rule 
changes to permit the participants to meet their 
clearance and settlement obligations under the Plan. 
The Commission expects each of the participants and 
clearing agencies which have not already done so to 
file those rule changes promptly so that consideration 
of those changes can proceed concurrently with the 


(continued on following page) 





|. Background 


On March 9, 1978, the New York Stock Exchange, Inc. 
(“NYSE”), American Stock Exchange, Inc. (“Amex”), 
Boston Stock Exchange, Inc. (“BSE”), Pacific Stock 
Exchange, Inc. (‘‘PSE’’) and Philadelphia Stock 
Exchange, Inc. (“Phix”) (collectively, the “partici- 
pants”) filed jointly with the Commission a “Plan for 
the Purpose of Creating and Operating an Intermarket 
Communications Linkage”. The Plan contemplates the 
implementation of an Intermarket Trading System 
(“ITS”), linking the participants (and such other 
markets as may in the future agree to participate in 
the ITS) and providing facilities and procedures for (i) 
display of composite quotation information on the 
floors of each of the participating exchanges (at the 
designated trading post) so that members of each 
participating exchange will be able to determine 
readily the best bid and offer for a_ particular 
multiply-traded security available from any partici- 
pant, (ii) rapid and efficient routing of orders and 
administrative messages between and among the 
participants, and (iii) participation, under certain 


conditions, by members of all participating markets in 
opening transactions in those markets. A complete 
copy of the Plan is available for public inspection at 
the Commission’s Public Reference Room, Room 
6101, 1100 L Street, N.W., Washington, D.c.4 


The participants have proposed a phased implementa- 
tion of the ITS. Initially, the participants plan to make 
the ITS operational only on the floors of the NYSE and 
the Phix and only in eleven issues.° Additional issues 





(continued from preceding page) 


Commission’s further evaluation of the Plan itself. 
Notwithstanding the incomplete posture of self- 
regulatory organization (including clearing agency) 
rule filings in connection with the Plan, the 
Commission intends this temporary order to 
constitute interim approval the Plan in all aspects 
(including the proposed conduct of the participants 
and their respective members in conformity with the 
Plan’s provisions concerning the routing and honoring 
of commitments to trade through the system, 
pre-opening conduct, clearance and settlement of 
transactions, and similar matters). 


4See File No. 4-208. 


5The list of stocks to be traded in in the initial phase 
of the ITS is as follows: Atlantic Richfield Co., 
Chrysler Corp., Cluett, Peabody & Co., iInc., General 
Instrument Corp., Johnson & Johnson, Kraft, Inc., 
Marathon Oil Corp., J. Ray McDermott & Co., Inc., 
Merck & Co., Inc., NCR Corp. and Standard Oil Co. of 
Indiana. 


and participating exchanges are proposed to be added 
during May and June; the participants anticipate that 
more than 200 multiply-traded issues will be included 
in the ITS by late summer. 


In connection with implementation of the Plan, the 
participants have requested that the Commission 
approve the Plan and “issue an order pursuant to 
Section 11A(a)(3)(B) of the . . . Act evidencing such 
approval.”° Section 11A(a)(3)(B) authorizes the 
Commission, in furtherance of the statutory directive 
to facilitate the development of a national market 
system, 


by rule or order, to authorize or require 
self-regulatory organizations to act jointly 
with respect to matters as to which they 
share authority under [the Act] in planning, 
developing, operating, or regulating a 
national market system (or a subsystem 
thereof) or one or more facilities thereof; 


As more fully discussed below, the Commission has 
determined to grant the requested relief to permit 
immediate implementation of the Plan, on a 
temporary basis, because it believes that the Plan 
constitutes a step toward the development of a 
national market system and is responsive to the 





6Letter from Robert C. Hall, Executive Vice President, 
NYSE, to Andrew M. Klein, Director, Division of 
Market Regulation, March 8, 1978. The Plan provides 
that it shall become effective as to participants only at 
such time as it has been approved by the 
Commission. 


The participants have also requested that the 
Commission either amend Ruie 17a-15 under the Act, 
or issue an exemption order pursuant to paragraph (h) 
of that Rule, to permit the deletion of market 
identifiers from moving ticker displays for all 
transactions effected in any market center which is 
scheduled to participate, or is participating, in the ITS 
(including transactions not effected through, and 
securities not yet traded in, that system). In a 
separate action, the Commission today has granted 
temporary exemptions to the Consolidated Tape 
Association, governing body for the consolidated 
transaction reporting system (the “consolidated 
system”), and the Securities Industry Automation 
Corporation, processor for that system, to permit 
deletion of market identifiers from moving ticker 
displays in the manner contemplated by the Plan 
conditioned on prompt deletion of such identifiers for 
all market centers reporting transactions in the 
consolidated system. Securities Exchange Act 
Release No. 14662 (April 14, 1978). 
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Commission’s request, in its January Release, that 
the self-regulatory organizations take prompt action to 
achieve market linkage facilities as one of several 
initiatives designed to facilitate the establishment of a 
national market system. 


ll. Discussion 


Section 11A(a)(2) of the Act, added by the 1975 
Amendments, directs the Commission, having due 
regard for the public interest, the protection of 
investors, and the maintenance of fair and orderly 
markets, to use its authority under the Act to facilitate 
the establishment of a national market system for 
securities in accordance with certain Congressional 
findings and objectives. These findings and objectives 
are set forth in Section 11A(a)(1) of the Act. 


On January 26, 1978, the Commission issued a state- 
ment on the national market system setting forth the 
Commission’s views as to “those steps which it 
believes must be taken over the next year to facilitate 
development of the kind of national market envisioned 
by the Congress and mandated by the 1975 
Amendments.” Among the steps called for by the 
Commission in the January Release was 


the prompt development of comprehensive 
market linkage and order routing systems 
to permit the efficient transmission of 
orders (i) among the various markets for 
qualified securities, whether on an 
exchange or over-the-counter .. . , (ii) and 
from brokers and dealers to all [such] 
markets.8 


In discussing the need for market linkage and order 
routing systems, the Commission stated that it 
believes that 


communications and data processing 
facilities which link all qualified markets 
and permit orders in qualified securities to 
be transmitted promptly and efficiently 
from brokers or dealers to any qualified 
market, and from one such market to 
another, are necessary to increase the 
opportunities for brokers to secure best 
execution of their customers’ orders, to 





7 January Release, supra note 2, at 26, 43 FR 4358. 


8ig. at 28, 43 FR 4358. 
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ensure effective competition among qual- 
ified markets and to achieve the purposes 
of a national market system established by 
the Congress in Section 11A of the Act.9 


The Commission further stated that, in its view, two 
types of facilities were needed, at a minimum, as 
mechanisms to link qualified markets. The first, the 
Commission stated, was “an intermarket order routing 
system . . . [which] would permit orders for the 
purchase and sale of multiply-traded securities to be 
sent directly from any qualified market to another 
such market promptly and efficiently.”'9 The second 
type of facility ‘vyhich the Commission stated was 
needed was “a universally available message switch, 
permitting any broker or dealer to route orders for the 
purchase or sale of qualified securities from its 
offices to any qualified market trading in that 
security." 


With respect to implementation of the needed linkage 
and routing systems, the Commission stated that it 
believed that 


the self-regulatory organizations should 
combine their efforts and take joint action 
forthwith in order (i) to make available to 
their members a single system for the 
prompt and efficient routing of orders for 
qualified securities directly from brokers’ 
and dealers’ offices to any qualified 
market, and (ii) achieve a comprehensive 
linkage of all qualified markets in an 
efficient intermarket order routing sys- 
tem. 


The Commission further stated that, on the basis of 
its then present knowledge, it was “not aware of any 
reason why both of these facilities should not be 
implemented by September 30, 1978.”13 


The Plan, as filed, appears to be responsive to the 
Commission’s request in the January Release that, as 
one of several initiatives to facilitate the development 
of a national market system, the self-regulatory 
organizations take prompt steps to “achieve a 





9id. at 28-29, 43 FR 4358. 
10/g. at 29, 43 FR 4358. 
hig, 

12/g. at 29-30, 43 FR 4358. 


13ig. at 30, 43 FR 4358. 





comprehensive linkage of all qualified markets in an 
efficient intermarket order routing system.” In this 
regard, the Commission, in the January Release, 
specifically commented on the relation of the ITS 
(which was still in the planning stage at that time) to 
the desired market linkage facility, stating that 


[t]he need to develop and implement a new 
intermarket order routing system to link all 
qualified markets could be obviated if 
participation in the ITS market linkage 
currently under development were made 
available on a reasonable basis to all 
qualified markets and if all qualified 
markets joined that linkage. 14 


The Plan, in the Commission’s view, represents a 
positive response to the January Release by 
contemplating immediate implementation of the 
intermarket routing system portion of the compre- 
hensive market linkage described by the Commission 
in its January Release, at least for those markets 
which have elected to participate in the Plan.15 
Successful, comprehensive implementation of the 
ITS, together with development and implementation of 
a generally available message switch—with respect to 
which the Commission hopes a proposal will be 
forthcoming promptiy—would comprise the complete 
linkage and routing package which the Commission, 
in the January Release, deemed necessary as 
evolutionary steps toward the development of a 
national market system. 


Because the Commission believes that the ITS may 
provide the basis for an appropriate market linkage 
facility in a national market system, the Commission 
is presently of the view that commencement of ITS 
operations on the temporary basis contemplated by 
this order pending solicitation of additional pubiic 





141g. Comments were solicited on this and other 
aspects of the January Release. 


15The Commission regards the ITS initiative as a 
laudable contribution to prompt progress toward 
achievement of a national market system and hopes 
that those markets which have not yet chosen to join 
in this effort through direct participation in the ITS 
will consider doing so. While the Commission 
remains open to suggestions as to alternative 
methods of implementing the minimum components 
of the market linkage necessary to the advent of a 
national market system, the Plan appears to provide a 
framework within which, without additional duplica- 
tive costs and delay, that linkage can be developed 
and augmented. See January Release at 28 et seq., 43 
FR 4358-59. 


comment and final Commission action with respect to 
the Plan is in the public interest. The Commission, 
however, specifically solicits such further comment in 
connection with its determination of whether to grant 
final approval to the ITS Plan. 


The Commission wishes to reconfirm its conclusion, 
articulated in the January Release, that prompt 
implementation of an intermarket linkage system is 
essential to the Commission’s program to facilitate 
the development of a national market system. As the 
Commission indicated in its January Release, 
although there has been movement in recent years 
toward a national market system, “the rate at which 
concrete steps are being taken to link the markets, 
integrate order flow and enhance competition in the 
manner envisioned by the Congress when it enacted 
the 1975 Amendments” has not been satisfactory. 16 
In addition, the Commission noted that the 
development of a national market system 


has been impeded by the inability of the 
several discrete segments of the securities 
industry to surmount the problems 
presented by the diversity of their interests 
and to settle upon a common course of 
action to implement the Congressional 
policy. 17 


In developing the ITS Plan, however, the participants 
have demonstrated an ability to work cooperatively 
and resolve individual differences in order to make 
genuine progress toward a national market system. As 
a result, substantial momentum for progress toward a 
national market system has been generated—a 
momentum which, if impeded significantly, would be 
difficult to regenerate. We therefore find that 
immediate implementation of the ITS, on a temporary 
basis, constitutes a step toward the prompt 
developinent of a national market system and that, 
therefore, good cause exists for temporary Com- 
mission authorization oi self-regulatory action to 
implement the ITS Plan. 8 





16 january Release, supra note 2, at 24. 
171g. 


18in approving the Plan on a temporary basis, the 
Commission, of course, expresses no view as to 
whether, after receipt of public comment and further 
study, the Plan, in its present form, will be found to 
conform to the requirements of the Act. In that 
connection, we note that modification of the Plan may 
become necessary, on the basis of experience, to 
conform the Plan more closely to the objectives of a 
national market system. 
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lll. Temporary Approval of Plan and Request for Public 
Comment 


The Commission has determined to permit 
implementation of the ITS Plan, in the manner 
proposed by the participants (except as regards the 
treatment of market identifiers in connection with 
reporting of transactions on moving ticker displays'9) 
for a period of 120 days. During that time, the 
Commission expects to monitor the implementation 
of the ITS by the participants, including the use made 
of the system by members of the participating 
exchanges. At the conclusion of the 120 day period, 
the Commission intends to determine, on the basis of 
the experience of the participants during the period 
and on the basis of public comment on the Plan and 
related issues, whether to issue an order authorizing 
the participants to act jointly in implementing the 
Plan on a permanent basis. 


NOTICE IS HEREBY GIVEN that any interested person 
may submit written views, data and arguments with 
respect to the Plan (or any provision thereof) not later 
than June 9, 1978. Persons wishing to make such 
submissions should file six copies thereof with 
George A. Fitzsimmons, Secretary, Securities and 
Exchange Commission, Room 892, 500 North Capitol 
Street, Washington, D.C. 20549. All submissions 
should refer to File No. 4-208 and will be available for 
public inspection at the Commission’s Public 
Reference Room, Room 6101, 1100 L Street, N.W. 
Washington, D.C. 


* * 


IT 1S HEREBY ORDERED, pursuant to Section 
11A(a)(3)(B) of the Act, that the self-regulatory 
organizations named above (and any other self- 
regulatory organization which agrees to be a 
participant in the Plan) are authorized, for 120 days 
from the date of this order, to act jointly in planning, 
developing, operating or regulating the ITS in 
accordance with the terms of the Plan. 


By the Commission. 


George A. Fitzsimmons 
Secretary 








19See note 6 supra. 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 14662/April 14, 1978 


In the Matter of 


CONSOLIDATED TAPE ASSOCIATION (“CTA”) 


SECURITIES INDUSTRY AUTOMATION CORPO- 
RATION (“SIAC”) 


Request for Exemption from Market Identification 
Requirements of Rule 17a-15 


Order Granting Temporary Exemptions 


Notice is hereby given that the Securities and 
Exchange Commission has granted to the CTA and 
SIAC, subject to certain conditions, temporary 
exemptions from Rule 17a-15 under the Securities 
Exchange Act of 1934 (the “Act”) (and any plan 
declared effective by the Commission pursuant to 
Rule 17a-15) insofar as that Rule (or plan) requires 
that last sale reports disseminated by means of 
moving ticker displays be accompanied by a market 
identifier indicating the market of execution. 


|. Background 


Rule 17a-15 under the Act requires that last sale 
reports of transactions reported pursuant to that Rule 
be accompanied by an identifier indicating the market 
of execution. Paragraph (b) of Rule 17a-15 provides 
that 


[e]Jach composite tape or interrogation 
system, in displaying last sale reports, 
shall identify the marketplace where each 
transaction was executed. ! 


In addition, the joint industry plan governing the 
consolidated transaction reporting system (the 
“consolidated system”) filed with and declared 
effective by the Commission pursuant to Rule 17a-15 
(the ‘Joint Industry Plan’’) contains a similar 
requirement. 


On March 9, 1978, the New York Stock Exchange, Inc. 
(“NYSE”), American Stock Exchange, Inc. (“Amex”), 





1The Rule defines the term “composite tape” to mean a 
“moving, real-time last sale reporting syste.n.” 


2See Joint Industry Plan, Section V(e). 





Boston Stock Exchange, Inc. (“BSE”), Pacific Stock 
Exchange, Inc. (“PSE”) and Philadelphia Stock 
Exchange, Inc. (“Phix”)(collectively, the ‘“partici- 
pants”) filed jointly with the Commission a “Plan for 
the Purpose of Creating and Operating an Intermarket 
Communications. Linkage” (the “ITS Plan”).Y The ITS 
Plan contemplates the implementation of an 
Intermarket Trading System (“ITS’’) linking the 
participating exchanges and providing facilities and 
procedures for (i) display of composite quotation 
information on the floors of each of the participating 
exchanges (at the designated trading post so that 
members of each participating exchange will be able 
to determine readily the best bid and offer for a 
particular multiply-traded security available from any 
participant, (ii) rapid and efficient routing of orders 
and administrative messages between and among the 
participants, and (iii) participation, under certain 
conditions, by members of all participating markets in 
opening transactions in those markets.4 


The participants have proposed a phased implementa- 
tion of the ITS. Initially, the participants plan io make 
the ITS operational only on the floors of the NYSE and 
the Phix and only in eleven issues.’ Additional 
issues and participating exchanges are proposed to be 
added during May and June; the participants 
anticipate that more than 200 multiply-traded issues 
will be included in the ITS by late summer. 


In connection with implementation of the ITS Plan, 
the participants have requested certain regulatory 
actions by the Commission. First, the participants 
have requested that the Commission approve the Plan 





3All of the exchanges which have agreed to participate 
in the proposed intermarket communications linkage, 
with the exception of the BSE, are members of the 
CTA, an exclusive processor which acts as the 
governing body for the consolidated system. The BSE 
is deemed under the Joint Industry Plan to be an “other 
reporting party.” 


4p complete copy of the ITS Plan is available for public 
inspection at the Commission’s Public Reference 
Room, Room 6101, 1100 L Street, N.W. Washington, 
D.C. See File No. 4-208. 


5The list of stocks to be traded in the initial phase of 
the ITS is as follows: Atlantic Richfield Co., Chrysler 
Corp., Cluett, Peabody & Co. Inc., General Instrument 
Corp., Johnson & Johnson, Kraft, Inc., Marathon Oil 
Corp., J. Ray McDermott & Co., Inc., Merck & Co., 
Inc., NCR Corp. and Standard Oil Co. of Indiana. 


and “issue an order pursuant to Section 11A(a)(3)(B) 
of the . . . Act evidencing such approval.”° Second, 
the participants have requested that the Commission 
either amend Rule 17a-15 under the Act or issue an 
exemptive order pursuant to paragraph (h) of that Rule 
to permit the deletion of market identifiers from 
moving ticker displays for all transactions effected in 
any market center which is scheduled to participate, 
or is participating, in the ITS (including transactions 
not effected through, and securities not yet traded in, 
that system). 


ll. Discussion of Exemption Requests 
Parargraph (h) of Rule 17a-15 provides that 


[t]he Commission may exempt from the 
provisions of [Rule 17a-15], either condi- 
tionally or on specified terms and 
conditions, any exchange, association, 
broker, dealer, vendor or specified type of 
security if the Commission determines it is 
not necessary in the public interest or for the 
protection of investors that such exchange, 
association, broker, dealer, vendor or type of 
security be subject to the provisions of [the 
Rule]. 


The Commission finds, consistent with the provisions 
of paragraph (h) of the Rule and upon the terms and 
conditions stated herein, that exemptions should be 
granted to the CTA and SIAC, processor for the 
consolidated system, to permit those entities to make 
available last sale reports with respect to securities 
eligible for inclusion in the Joint Industry Plan 
without market identifiers for dissemination in moving 
ticker displays. 





6Letter from Robert C. Hall, Executive Vice President, 
NYSE, to Andrew M. Klein, Director, Division of Market 
Regulation, March 8, 1978. In connection with that 
portion of the ITS participants’ request, the 
Commission announced today, in a separate action, 
that it has issued a temporary order, pursuant to 
Section 11A(a)(3)(B) of the Act, to permit the 
participants to implement the ITS in accordance with 
the ITS Plan for 120 days. See Securities Exchange Act 
Release No. 14661 (April 14, 1978). 


70n April 5, 1978, the CTA filed with the Commission 
an amendment to the Joint Industry Plan which, in 
part, would provide for the deletion of market 
identifiers for ticker display purposes for all ITS 
participants with respect to transactions occuring in 
their market centers. 
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The Commission believes that, in the present market 
environment, last sale information as to individual 
market centers is valuable to brokers and investors. 
The most important sources of this information for 
such persons, however, are not moving ticker displays 
but rather vendor interrogation devices, newspapers 
and various trade periodicals (e.g., the Fitch sheets). 
Since the proposed deletion of market identifiers 
would not involve deleting this information from the 
high speed data transmission line used to provide last 
sale data for these other sources, the Commission 
believes that no significant deprivation of market 
information would occur if moving tickers were 
permitted to display last sale reports without any 
market identification. 


On the other hand, deletion of market identifiers could 
have some beneficial results. First, deletion of market 
identifiers from moving ticker displays would 
eliminate the present reporting disparity between the 
“primary” exchange markets and other market centers. 
Such a result, in our view, is consistent with the 
underlying purpose of Rule 17a-i5 that the 
consolidated system not discriminate with respect to, 
or exclude, any last sale report based on the market of 
execution. 


Second, since tape delays are, in fact, a function of 
the number of characters which must be displayed in 
connection with each transaction, deletion of market 
identifiers would result in two fewer characters being 
needed to report non-primary market transactions. 
This reduction in characters, while not particularly 
substantial (since the non-primary market centers 
account for only 15 percent of all reported 
transactions), should have some beneficial impact on 
tape delays, particularly during periods of heavy 
trading (e.g., 10:00-11:00 a.m. EST). 


The Commission therefore has determined that it is 
not necessary in the public interest or for the 





8For markets other than the NYSE and Amex, the 
identification consists of an ampersand followed by a 
single alphabetic character identifying the market of 
execution. Transactions occurring on the NYSE or the 
Amex are identified by the absence of any market 
identifier. It is argued that the disparity in 
identification treatment between the primary and 
regional markets has been justified on the grounds 
that, because of the fact that the vast majority of 
reported transactions occur in the primary market, 
inclusion of an identifier for primary market 
transactions would result in significant additional tape 
delays during periods of heavy trading. See Joint 
Industry Plan, Section VIII(f). 
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protection of investors that, during the limited period 
the ITS has been authorized to operate, last sale 
reports in securities eligible for reporting in the 
consolidated system be accompanied by market 
identifiers when disseminated in moving ticker 
displays, and that the relief requested should be 
granted. 


In our view, however, removal of market identifiers for 
less than all market centers reporting transactions in 
the consolidated system, as requested by the ITS 
participants, would be discriminatory and anti-com- 
petitive as to those market centers whose transactions 
would continue to be reported with an _ identifier. 
Accordingly, although the Commission believes that 
prompt implementation of the ITS seems appropriate 
as a step toward the development of a national market 
system and is therefore granting the requested relief, 
permitting the CTA and SIAC immediately to report 
transactions effected in market centers which have 
agreed to participate in the ITS, without market 
identifiers, for dissemination in moving ticker 
displays, that relief is conditioned on the prompt 
removal, aS soon as technically feasible, of such 
identifiers on moving ticker displays for all 
transactions as to which last sale information is 
reported in the consolidated system, regardless of the 
market of execution. 


NOTICE IS HEREBY GIVEN that any interested person 
may submit written views, data and arguments with 
respect to the exemptive relief granted herein, or the 
relation of that relief to the implementation of the ITS, 
not later than June 9, 1978. Persons wishing to make 
such submissions should file six copies thereof with 
George A. Fitzsimmons, Secretary, Securities and 
Exchange Commission, Room 892, 500 North Capitol 
Street, Washington, D.C., 20549. All submissions 
should refer to File No. 4-208 and will be available for 





28The Commission notes, however, that market 
identifiers continue to be required by Rule 17a-15 in 
connection with the dissemination of last sale reports 
by the CTA and SIAC by means of the high speed data 
transmission line used to provide last sale data to 


vendors, press associations and others. The 
Commission believes that, until such time as the CTA 
and SIAC are capable of reporting transactions effected 
through the ITS on the high speed line in a manner 
which indicates both market centers whose members 
have participated in those transactions, ITS 
transactions should be reported with the identifier (if 
any) of the market center where the transactions were 
executed, i.e., the market centers which were the 
recipients of orders sent through the ITS and where 
those orders were accepted. 


a4 





public inspection at the Commission’s Public 
Reference Room, Room 6101, 1100 L Street, N.W. 
Washington, D.C. 


* * 


IT IS ORDERED, pursuant to paragraph (h) of Rule 
17a-15, that exemptions from the market identification 
requirements of the Rule and the Joint Industry Plan 
insofar as such requirements apply to moving ticker 
displays, as requested by CTA and SIAC, be, and they 
hereby are, granted on the terms and conditions set 
forth above. Such exemptions shall continue in effect 
until such time as the Commission takes final action 
with respect to the ITS participants’ request that the 
Commission issue an order pursuant to Section 
11A(a)(3)(B) of the Act with respect to planning, 
development, operation or regulation of the ITS in 
accordance with the ITS Plan, or 120 days from the date 
of this order, whichever shall occur first. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14663/April 14, 1978 


A notice has been issued giving interested persons 
until May 5 to comment upon or request a hearing on 
the application submitted by Dynamics Corporation of 
America to withdraw its common stock (par value $.10) 
from listing and registration on the American Stock 
Exchange, Inc. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14664/April 14, 1978 


Administrative Proceeding File No. 3-5392 
In the Matter of 
AARON BROTHERS CORPORATION 


File No. 81-320 


ORDER GRANTING APPLICATION PURSUANT TO 
SECTION 12(h) OF THAT ACT 


The Securities and Exchange Commission has issued 
an order granting the application of Aaron Brothers 
Corporation (the “Applicant”) pursuant to Section 
12(h) of the Securities Exchange Act of 1934, as 
amended (the “1934 Act”), for an exemption from the 
obligation pursuant to Sections 12(g) and 15(d) of the 
1934 Act to file an annual report on Form 10-K for the 
fiscal year ended March 31, 1978. 


Since the Applicant has become the wholly-owned 
subsidiary of Chromalloy American Corporation as a 
result of a merger, it appeared to the Commission that 
granting the requested exemption would not be 
inconsistent with the public interest or the protection 
of the investors. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14665/April 14, 1978 


Administrative Proceeding File No. 3-5409 

In the Matter of 

AIR CALIFORNIA 

APPLICATION PURSUANT TO SECTION 12(h) 


The Securities and Exchange Commission has issued a 
notice giving interested persons until May 1, 1978 to 
request a hearing on an application by Air California 
(“Applicant”), pursuant to Section 12(h) of the 
Securities Exchange Act of 1934, for an order 
exempting Applicant from the provisions of Sections 
13 and 15(d) of that Act. 


The Applicant, which became a wholly-owned 
subsidiary of Westgate-California Corporation on 
October 12, 1977, no longer has any publicly held 
securities. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14666/April 14, 1978 


Administrative Proceeding File No. 3-5418 
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In the Matter of 
LEHIGH PORTLAND CEMENT COMPANY 
APPLICATION PURSUANT TO SECTION 12(h) 


The Securities and Exchange Commission has issued a 
notice giving interested persons until May 8, 1978 to 
request a hearing on an application by Lehigh Portland 
Company (the “Applicant”) pursuant to Section 12(h) 
of the Securities Exchange Act of 1934, as amended 
(the “1934 Act”), for an order exempting the Applicant 
from the provisions of Sections 13 and 15(d) of the 
1934 Act. 


On December 14, 1977, the Applicant became a 
wholly-owned subsidiary of Heidelberg Cement, Inc. 
(“Heidelberg”). As a result of the merger, there is no 
longer any public market for Applicant’s securities. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14667/April 14, 1978 


Administrative Proceeding File No. 3-5415 

In the Matter of 

MERCANTILE INDUSTRIES, INC. 
APPLICATION PURSUANT TO SECTION 12(h) 


The Securities and Exchange Commission has issued a 
notice giving interested persons until May 8, 1978 to 
request a hearing on an application by Mercantile 
Industries, Inc. (the “Applicant”) pursuant to Section 
12(h) of the Securities Exchange Act of 1934, as 
amended (the “1934 Act”), for an order exempting the 
Applicant from the provisions of Sections 13 and 15(d) 
of the 1934 Act. 


On February 28, 1978, the Applicant became a 
wholly-owned subsidiary of Bowater Holdings Inc., 
and there is no trading in Applicant’s securities. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14668/April 17, 1978 


Administrative Proceeding File No. 3-5348 
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In the Matter of 


POWELL SECURITIES, INC. 
4601 Ponce de Leon Boulevard 
Coral Gables, Florida 


FRANK H. POWELL 
4601 Ponce de Leon Boulevard 
Coral Gables, Florida 


ORDER IMPOSING REMEDIAL SANCTIONS 


In these broker-dealer proceedings under the Securities 
Exchange Act,’ Powell Securities, Inc. (“registrant”), 
a registered broker-dealer, and Frank H. Powell, 
president of registrant, without admitting or denying 
the allegation in the order for proceedings, have 
submitted an offer of settlement which the 
Commission has determined to accept. 


On the basis of the order for proceedings and the offer 
of settlement, it is found that registrant willfully 
violated and Frank H. Powell willfully aided and 
abetted violations of Sections 15(b), 15(c), 17(a), and 
17(f) of the Securities Exchange Act and Rules 
15b10-4, 15b10-6, 15b10-9, 15b10-11, 15c1-4, 15c1-5, 
15c3-1, 17a-3, 17a-4, and 17f-2 thereunder, that 
Registrant and Frank H. Powell failed reasonably to 
supervise persons subject to their supervision, and 
that it is in the public interest to impose the sanctions 
specified in the offer of settlement. 


Accordingly, IT IS ORDERED that: 


(1) Powell Securities, Inc. be, and hereby is 
suspended for 30 days, effective at the opening of 
business on the second Monday after the date of this 
order, provided that thereafter Powell Securities, Inc. 
withdraw its registration as a broker-dealer; 


(2) Frank H. Powell be, and hereby is, suspended 
from being associated with any broker or dealer for 30 
days, effective at the opening of business on the 
second Monday after the date of this order; and 


(3) Frank H. Powell be, and hereby is, prohibited 
from being associated in a supervisory capacity with 
any broker or dealer for two years, effective at the 
opening of business on the second Monday of the day 
of this order. 





lin the Matter of Powell Securities, Inc., et al. 
instituted December 14, 1977. 





For the Commission, by its Secretary, pursuant to 
delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14669/April 17, 1978 


Administrative Proceeding File No. 3-5262 
In The Matter of 

FALLON, CROSBY & ELKIN, INC. 
FRANCIS STEWART FALLON, JR. 
BENJAMIN EDWARD CROSBY 

(File No. 8-16910) 


FINDINGS AND ORDER IMPOSING REMEDIAL 
SANCTIONS 


In these broker-dealer proceedings under the Securities 
Exchange Act of 19341 (“Securities Exchange Act”), 
Francis Stewart Fallon, Jr. (“Fallon”), former sole 
shareholder, president, and director of Fallon, Crosby, 
& Co., Inc., predecessor to Fallon, Crosby & Elkin, Inc. 
(“Fallon Co.”), an associated person of Fallon Co., a 
broker-dealer registered with the Commission, has 
failed to appear at a hearing of which he had been duly 
notified, as prescribed by Rule 6 of the Commission’s 
Rules of Practice, and is therefore in default. 


On the basis of the Order for Proceedings, it is found 
that: 


a) From March, 1976 to July 6, 1977, Fallon exercised 
a controlling influence over the management and 
policies of Fallon Co. 





1 in The Matter Of Fallon, Crosby & Elkin, Inc., et al., 
Admin. Proc. File No. 3-5262, Securities Exchange Act 
Release No. 13817 (August 1, 1977). 


2 Rule 6(e) of the Commission’s Rules of Practice 
provide that the allegations in the Order for Proceedings 
may be deemed to be true as to a defaulting respondent. 


b) From in or about February, 1976, to July 6, 1977, 
Fallon willfully aided and abetted violations, by Fallon 
Co., of Section 15(b) of the Securities Exchange Act 
and Rule 15b3-1 thereunder in Fallon Co.’s failure to 
file amendments to Form BD reflecting Fallon as an 
associated person of Fallon Co. 


c) On April 2, 1977, Fallon was permanently enjoined 
by the United States District Court for the Southern 
District of Texas, Houston Division, from engaging in 
acts and practices arising out of the sale of securities 
which constituted violations of Sections 5(a), 5(c) and 
17(a) of the Securities Act of 1933, and Section 10(b) of 
the Securities Exchange Act, and Rule 106-5 
thereunder. 


In view of the foregoing, it is in the public interest to 
bar Fallon from association with any broker-dealer, 
investment adviser, or investment company. 


Accordingly, IT IS ORDERED that Francis Stewart 
Fallon, Jr. be, and hereby is, barred from being 
associated with any broker-dealer, investment adviser, 
or investment company. 


For the Commission, by its Secretary, pursuant to 
delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14670/April 17, 1978 


Administrative Proceeding File No. 3-5349 
In the Matter of 

ROYAL W. CARSON & CO., INC. 

ROYAL W. CARSON, JR. 


ROYAL W. CARSON, Ill 
(8-20359) 


FINDINGS AND ORDER IMPOSING REMEDIAL 
SANCTIONS 


In these broker-dealer proceedings under the Securities 
Exchange Act of 1934 (Exchange Act), Royal W. 
Carson & Co., Inc., Royal W. Carson, Jr. and Royal W. 
Carson, Ill, have submitted an Offer of Settlement, 


SEC DOCKET/815 





without admitting or denying the allegations contained 
in the Order for Public Proceedings, which the 
Commission has determined to accept. 


On the basis of the Order for Public Proceedings and 
the Offer of Settlement, it is found that Royal W. 
Carson & Co., Inc., Royal W. Carson, Jr. and Royal W. 
Carson, Ill wilfully violated Sections 5(a) and 5(c) of the 
Securities Act of 1933 and Royal W. Carson & Co., Inc. 
wilfully violated and Royal W. Carson, Jr. and Royal W. 
Carson, Ill wilfully aided and abetted violations of 
Section 17(a) of the Exchange Act and Rule 17a-3 
thereunder. 


It is therefore in the public interest to impose the 
remedial sanctions specified in the Offer of 
Settlement. 


Accordingly, IT IS ORDERED that: 


(a) The registration of Royal W. Carson & Co., Inc. 
be, and hereby is, suspended pursuant to Section 15(b) 
of the Exchange Act for a period of 15 calendar days; 


(b) Royal W. Carson, Jr. be, and hereby is, 
suspended from being associated with brokers or 
dealers pursuant to Section 15(b) of the Exchange Act 
for a period of 40 calendar days; and 


(c) Royal W. Carson, Ill be, and hereby is, suspended 
from being associated with brokers or dealers pursuant 
to Section 15(b) of the Exchange Act for a period of 30 
calendar days. 


This order is to take effect at the opening of business 
on the second Monday after the date of this Order. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14671/April 17, 1978 


NOTICE OF FILING OF PROPOSED RULE CHANGE 
BY THE NATIONAL ASSOCIATION OF SECURITIES 
DEALERS, INC. 


File No. SR-NASD-78-2 


The National Association of Securities Dealers, Inc. 
(“NASD”) submitted on March 29, 1978 a proposed rule 
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change under Rule 19b-4 to provide investors with a 
simple and inexpensive procedure for the arbitration of 
small claims against member firms. The proposed rule 
would provide for determination by a single arbitrator 
knowledgeable in securities matters of disputes 
between brokerage firms and customers involving 
amounts not exceeding $2,500. 


Publication of the terms of substance of the 
submission is expected to be made in the Federal 
Register during the week of April 24, 1978. In order to 
assist the Commission to determine whether to 
approve the proposed rule change or institute 
proceedings to determine whether the proposed rule 
change should be disapproved, interested persons are 
invited to submit written data, views, and arguments 
concerning the submission within 21 days from the 
date of publication in the Federal Register. Persons 
desiring to make written submissions should file six 
copies thereof with the Secretary of the Commission, 
Securities and Exchange Commission, 500 North 
Capitol Street, Washington, D.C. 20549. Reference 
should be made to File No. SR-NASD-78-2. 


Copies of the submission and all subsequent 
amendments, and copies of all written statements with 
respect to the proposed rule change which are filed 
with the Commission and all written communications 
relating to the proposed rule change between the 
Commission and any person, other than those which 
may be withheld from the public in accordance with the 
provisions of section 552 of title 5, United States Code, 
will be available for inspection and copying at the 
Securities and Exchange Commission’s Public 
Reference Room, 1100 L Street, N.W., Washington, 
D.C. Copies of the filing and of any subsequent 
amendments will also be available at the principal 
office of the above-mentioned self-regulatory 
organizations. 


For the Commission by the Division of Market 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14672/April 17, 1978 


NOTICE OF FILING OF PROPOSED RULE CHANGE 
BY NEW YORK STOCK EXCHANGE 


File No. SR-NYSE-78-13 





The New York Stock Exchange, Inc. submitted on 
March 6, 1978, a proposed rule change under Rule 
19b-4 to amend NYSE Rules 431(c) and 326(a) and 
326(b) governing margin requirements on shelf-regis- 
tered, control and restricted securities. 


Publication of the submission is expected to be made 
in the Federal Register during the week of April 17, 
1978. In order to assist the Commission to determine 
whetherto approve the proposed rule change or institute 
proceedings to determine whether the proposed rule 
change should be disapproved, interested persons are 
invited to submit written data, views and arguments 
concerning the submission within 30 days from the 
date of publication in the Federal Register. Persons 
desiring to make written comments should file six 
copies thereof with the Secretary of the Commission, 
Securities and Exchange Commission, 500 North 
Capitol Street, Washington, D.C. 20549. Reference 
should be made to File No. SR-NYSE-78-13. 


Copies of the submission, all subsequent amend- 
ments, all written statements with respect to the 
proposed rule change which are filed with the 
commission, and of all written communications 
relating to the proposed rule change between the 
Commission and any person, other than those which 
may be withheld from the public in accordance with the 
provisions of 5 U.S.C. §552, will be available for 
inspection and copying at the Commission’s Public 
Reference Room, 1100 L Street, N.W., Washington, 
D.C. Copies of the filing and of any subsequent 
amendments will also be available at the principal 
office of the above-mentioned self-regulatory 
organization. 


For the Commission, by the Division of Market 
Regulation pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14673/April 17, 1978 


Administrative Proceeding File No. 3-5429 

In the Matter of 

HOFFMAN ELECTRONICS CORPORATION 
APPLICATION PURSUANT TO SECTION 12(h) 


The Securities and Exchange Commission has issued a 
notice giving interested persons until May 12, 1978, to 
request a hearing on an application by Hoffman 
Electronics Corporation (the “Applicant”) pursuant to 
Section 12(h) of the Securities Exchange Act of 1934, as 
amended (the “1934 Act”), for an order exempting the 
Applicant from the provisions of Section 15(d) of the 
1934 Act. 


On January 27, 1978, the Applicant became a 
wholly-owned subsidiary of Gould, Incorporated 
(“Gould”). As a result of the merger, Gould is. the sole 
stockholder of the Applicant. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14674/April 18, 1978 


In the Matter of 


CINCINNATI STOCK EXCHANGE 
Dixie Terminal Building 
Cincinnati, Ohio 45202 


(SR-CSE-77-1) 
ORDER APPROVING RULE CHANGE 
INTRODUCTION 


In its January 26, 1978 statement relating to the 
development of a national market system, the 
Commission set forth its views as to particular 
initiatives the Commission considers necessary to 
accelerate implementation of a national market system 
meeting the Congressional findings and objectives of 
the Securities Exchange Act of 1934 (the “Act”), as 
amended by the Securities Acts Amendments of 1975 
(the “1975 Amendments”). That statement describes 
the objectives of the system, some of the deficiencies 
in the present structure of the markets, and some of 
the initiatives that are being or, in the judgment of the 
commission, should be undertaken to correct the 
deficiencies and realize the system’s objectives. 


Reflecting upon progress made to date, 
Commission stated in the January Release: 


the 





Securities Exchange Act Release No. 14416 (January 
26, 1978), 43 FR 4354 (the “January Release”). 
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The securities industry has started to move 
forward in the development of market 
linkage systems. Under the sponsorship of 
the NYSE, work is proceeding on the 
implementation of an Intermarket Trading 
System (“ITS”) linking the principal 
exchange markets . . . A second market 
linkage initiative is the recently-commenced 
pilot program for a Regional Market System 
(“RMS”). The RMS is an electronic trading 
system in which agency and principal limit 
orders may be entered and executed directly 
through the system by brokers and dealers 
participating in that system .... 


The ITS initiative discussed by the Commission in the 
January Release is in the process of being 
implemented. In response to a joint plan filed with the 
Commission on March 9, 1978 by five self-regulatory 
organizations, the Commission expedited its initial 
implementation. In agreeing to act jointly in the 
development of a pilot market linkage plan the 
participating exchanges have come forward with a 
positive proposal to further the objectives articulated in 
the Commission’s January Release. 


The RMS initiative discussed in the January Release 
has continued. However, while it began pilot operations 
in November 1977, its success as an experiment has 
been limited. Indeed, for financial and other reasons, 
that experimental market linkage is perceived by its 
sponsors and the Commission to be in jeopardy. 


On June 30, 1977, the Cincinnati Stock Exchange 
(“CSE”) filed with the Commission, and subsequently 
amended, a proposed rule change to establish, among 
other things, a multiple dealer trading facility (the 
“facility”). The proposal as amended contemplates that 
the facility will operate, on an experimental basis, for a 
period of nine months, as a pilot program utilizing 
RMS technology. CSE members and specialists on 





2 January Release at 23-24, 43 Fr 4357. 


3See Securities Exchange Act Release Nos. 14661 and 
14662 (April 14, 1978). 


4The next stage of the comprehensive linkage and 
routing package necessary for the development of a 
national market system, as envisioned by the January 
Release, calls for implementation of a generally 
available order routing switch. We are optimistic that a 
proposal for such a switch will be forthcoming 
promptly. 
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otner exchanges participating in the facility proposed 
by the CSE would be permitted to enter, as principal for 
their own accounts, and as agent for customers’ 
accounts, bids and offers for securities listed or 
admitted to unlisted trading privileges on the CSE at 
specified prices and sizes in an automated 
communications network designated for such use by 
the CSE Board of Trustees. Orders will be 
automatically executed within the facility in 
accordance with strict auction-type principles. 


The Commission is not now in a position to determine 
what the full implications and consequences of the 
CSE rule proposal might be for the markets in the 
context of a national market system (or for that matter, 
for the RMS pilot program if it were proposed as a 
permanent rule). The Commission, therefore, cannot, 
at this time, determine as a final matter whether such a 
rule would be consistent with the purposes of the act. 
Nonetheless, the Commission does believe that the 
opportunity to experiment and to add to the body of 
knowledge and understanding of novel trading 
mechanisms and market linkages and of the interest of 
the industry in utilizing such a facility, and to assess 
the possible contribution of the CSE linkage and the 
RMS to the national market system, is worthy of further 
exploration. Consequently, as an experiment which 
will be subject to close Commission and 
self-regulatory oversight, and on which _ industry 
comment is requested, the CSE’s pilot proposal is 
deemed by the Commission to be consistent with the 
purposes of the Act. The marketplace and economic 
reality will ultimately determine the extent to which any 
of the conceived and proposed national market system 
initiatives succeed or fail. The Commission, however, 
believes it has a responsibility to provide, on a 
controlled basis, whatever opportunity to experiment 
may be consistent with the Act in order that 
self-regulatory organization pilot programs may have a 
full and fair opportunity to demonstrate their utility and 
shortcomings so that the industry and the Commission 
can learn from those experiences. 


We recognize the concern that Commission approval of 
the Cincinnati proposal, even on a pilot basis, may 
somehow lead to development of a national market 
system predicated exclusively on an electronic limit 
order book—a proposal to which the CSE’s facility has 
more than a superficial resemblance. The determina- 
tion of whether the concept is viable at one extreme, 
and what place it has in a national market system at the 
other, can only be determined as the various efforts 
progress and experience grows. Simply stated, the 
CSE proposal is an experiment, limited in scope and 





SThe CSE’s proposed system is more fully described 
infra at pp. 8-10. 





duration, initiated by a single exchange for the 
expressed purpose of modernizing and improving its 
trading mechanisms and pursuing national market 
system objectives. As such, it should be distinguished 
from those proposals advanced by some which 
contemplate Commission action, by use of its 
pervasive powers under the Act, to create a single, 
nationwide computerized market in which all orders, 
whether for public investors or for dealers, would be 
required to be entered and executed automatically on 
the basis of strict time and price priorities. The 
Commission has already indicated that it has no 
intention to force all auction trading into an electronic 
system with automatic execution capabilities. Indeed, 
in its January Release, the Commission stated: 


[s]uch a system . . . would have an impact 
upon existing market institutions which 
could properly be viewed as a fundamental 
change in the manner in which securities 
trading is now conducted, and it is difficult 
to foresee, and to provide against, the 
problems and difficulties which might arise 
. ... [t]he Commission believes that if a 
change of this magnitude is to be made, it 
probably should occur as a result of 
evolutionary forces in the markets rather 
than by Commission mandate. 


The CSE facility, however, as distinguished from a 
Commission-mandated system, would be purely 
voluntary for those who choose to use it. 7 As such, 
the experimental facility will make extensive use of 
computer technology to bring together geographically 





6 January Release at 56, 43 FR 4362. At the same time, 
the Commission noted in the January Release: 


[A]s the initiatives discussed in this 
statement demonstrate, the effective linking 
of markets in a national market system 
necessarily involves the increased use of 
[modern] technology to achieve the benefits 
of that system envisioned by both the 
Commission and the Congress. 


Id., 43 FR 4362. Further, the Commission stated in the 
January Release that 


[it] remains receptive to new steps designed 
to meet the statutory goals of a national 
market system (regardless of whether they 
are perfectly congruent with the particular 
means described in this release). 


Id. at 57, 43 FR 4362. 


separated buyers and sellers of securities by electronic 
means, and afford new opportunities for competitive 
market making. The CSE pilot trading facility should 
provide the Commission and others concerned with 
development of a national market system with valuable 
insights into the benefits and difficulties inherent in 
this kind of trading facility. The Commission also 
recognizes that the RMS might provide one approach 
toward creating a public limit order file and an order 
routing and switching facility, and toward adding 
market makers and liquidity to the markets. Moreover, 
the characteristics of trading which develop in the CSE 
pilot program and the technological features employed 
in this experiment should be of assistance to the 
Commission in assessing the implications of the 
national market system initiatives announced in the 
January Release. 


The Commission is aware that the CSE experiment will 
provide new opportunities for large retail firms, by 
making markets through the CSE facility, to deal 
directly with their customers on a prinicipal basis 
(particularly at prices between the best bid and best 
offer contained in the CSE facility when the “spread” is 
greater than 1/8 of a point). Since the national market 
system contemplates the maximum exposure of all 
buying interest to all selling interest, the Commission 
will be especially interested in the extent to which the 
CSE facility is used by dealers to “internalize” order 
flow and to buy from or sell to their own customers 
without affording other “users” of the facility an 
adequate opportunity to respond to buying and selling 
interest represented by their customers’ orders. 


The extent to which such direct transactions occur 
between a dealer and his customer will depend on how 
dealers behave and on the amount of order interaction 
that occurs both within the CSE facility and between it 
and other exchanges. Since access to the facility is not 
difficult to obtain, the Commission is conscious of the 
fact that the facility itself provides all potential “users” 
with a continuing opportunity to achieve priority over 
dealers seeking to effect transactions with their 
customers (by entering buying or selling interest at a 
given price earlier in time than interest expressed by 
such a dealer) and provides customers of such users 
(regardiess of the time at which such customers’ 





7While the CSE experiment contemplates that the 
proposed multiple dealer trading system would 
represent the exclusive means by which securities 
included in that system could be trading on the CSE, 
nothing in the CSE’s rules would require “users” of the 
facility who are members of other exchanges to effect 
transactions in those securities solely through the 
CSE. 
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buying or selling interest at a given price is entered if 
the system) with absolute priority over all such dealers. 


Notwithstanding the auction features of the CSE’s 
facility, widespread use of that facility to effect trades 
directly between dealers and their own retail customers 
might heighten already existing national market 
system concerns, just as concerns would be 
heightened by internalization of order flow on the floor 
of any exchange. Under such circumstances, the 
Commission would have to consider the desirability or 
necessity of broker-dealer segregation, 8 application 
of Rule 10b-6, the proper method of dealing with the 
consequences of net printing of principal transactions 
which include the imposition of a transaction charge 
(i.e., a commission equivalent), and whether 
constraints should be imposed on trading of both 
equities and options by marketmakers. 9 Accordingly, 
while these problems need be addressed in a context 
broader than that represented by the CSE’s proposal, 
because we are presently dealing with an experimental 
program approved as such by the Commission, the 
Commission is prepared to alter the experiment, or 
even terminate it, should such action appear necessary 
or appropriate in the public interest or for the 
protection of investors. 


To assist the Commission in evaluating the CSE 
experiment and its implications for the national market 
system, the CSE will provide the Commission with 
regular reports detailing the nature and extent of 
trading in the pilot program, as well as information 
concerning participants in the program. The CSE has 
undertaken to provide the surveillance and compliance 
system and personnel for the pilot program in order to 
protect the public interest and the interests of 
investors and to assure the maintenance of fair and 
orderly markets in securities traded in that program. As 
part of its own monitoring program, the Commission 
will endeavor to assure that the CSE promptly fulfills 
this undertaking and that the CSE’s surveillance and 
compliance efforts are consistent with the require- 





8See, e.g., proposed Rule 15c5-1[A], published in 
Securities Exchange Act Release No. 13662 (June 23, 
1977), 42 FR 33510. Although that proposal would have 
applied only to over-the-counter transactions, the 
Commission did not solicit comment on whether that 
rule (or any of the other overreaching proposals 
published in that release) should apply to exchange 
trading. See id. at 133, 42 FR 33528. 


2The latter two of these problems were alluded to in the 
January Release at 35, n. 53, 43 FR 4359, and at 49, 43 
FR 4361, respectively, ans would appear to require 
resolution in a national market system context in any 
event. 
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ments of the Act. In this regard, the Commission 
expects the CSE promptly to take all necessary steps 
to assure that it has the capacity to enforce compliance 
by its members, persons associated with its members 
and other participants in the pilot program with the 
provisions of the Act, the rules and regulations 
thereunder, and the rules of the CSE applicable to the 
pilot program, and to satisfy the Commission that it 
has done so. 


Given the existence of real-time recordation of trades 
effected through the CSE, providing a complete audit 
trail on all such transactions, and the commitment of 
the CSE to provide the necessary self-regulatory 
surveillance, the Commission is approving the CSE 
experiment for a finite nine-month period of time, at 
the end of which (absent further CSE and Commission 
action) the authorization will automatically terminate. 
In the course of the experiment, the Commission has 
directed its staff to surveil CSE activity on a regular 
basis and carefully monitor its operation and results. 
Finally, the Commission is inviting, and will 
affirmatively solicit, comments from both participants 
and nonparticipants in the CSE as to the viability and 
desirability of the CSE’s electronic trading facility and 
its implications for the development of a national 
market system as envisioned by the 1975 
Amendments. 


In approving the pilot program, the: Commission 
wishes to reiterate that the CSE’s pilot program is not a 
Commission initiative, but is being approved as part of 
the Commission’s effort to encourage experimentation 
in directions which appear to provide potential for 
progress towards a national market system, or at least 
for learning experiences which might facilitate such 
progress, under circumstances which do not appear to 
present unusual risk to brokers, dealers, marketmakers 
and investors participating in such experiments. 
Indeed, the opportunity presented by such controlled 
experimentation is that the Commission and the 
industry can learn without the risks and judgments 
inherent in massive Commission-mandated changes in 
the existing structure of the markets. 


Assuming the pilot effort appears viable, its 
compatibility and integration with other developing 
aspects of the national system, such as the ITS, a 
generally available order routing switch, and a public 
limit order file will need to be explored. For certain 
kinds of agency and principal trading, the CSE’s 
facility is one possible bridge between trading on the 
physical floors of geographically-separated exchanges 
and “upstairs” or over-the-counter activity. As such it 
could serve to enhance efficient access to the trading 
facilities of a national market system, and foster 
maximum integration of all buying and selling activity 
in a manner consonant with national market system 





objectives. Consequently, the Commission will 
actively seek out industry initiatives to explore the 
ways in which the various trading facilities, if they 
prove viable, can be linked in order to achieve the 
comprehensive market linkage and order routing 
system contemplated by the Commission’s January 
Release. Of course, to the extent that these facilities, 
as presently contemplated, are not compatible, it may 
be necessary for the Commission to exercise its 
authority under Section 11A of the Act to assure that 
they do develop in a compatible manner, consistent 
with the January Release. 


THE CSE RULE CHANGE 


Notice of the proposed rule change was provided in 
Securities Exchange Act Release No. 13788 (July 21, 
1978) and the terms of substance of the proposed rule 
change were published in 42 FR 38447 (July 28, 1977). 
Amendment No. 1 to the proposed rule change was 
filed with the Commission by the CSE on January 3, 
1978. That filing was noticed in Securities Exchange 
Act Release No. 14364 (January 11, 1978) and 
published in 43 FR 2674 (January 18, 1978). No 
comments were received in response to either the July 
1977 or January 1978 releases. 


On March 27, 1978, the CSE filed Amendment No. 2 to 
its proposed rule change. That amendment makes 
certain revisions to, and elaborations upon, the rules 
which would govern CSE’s proposed multiple dealer 
trading facility and provides that it would be operated, 
as indicated above, on an experimental basis, as a pilot 
program of limited duration. At the same time, the CSE 
requested that the Commission consider the CSE’s 
proposal to establish its multiple dealer trading 
facility, as a pilot program, separately from the 
remaining provisions of its proposed rule change. For 
the reasons discussed herein, the Commission finds 
that temporary approval as an experiment of the CSE’s 
proposed pilot in multiple dealer trading is consistent 
with the requirements of the Act and the rules and regu- 
lations thereunder applicable to national securities 
exchanges and, in particular, the requirements of 
Sections 6 and 11A thereof. Further, as discussed 
herein, the Commission finds good cause for approving 
these provisions of the proposed rule change prior to the 
thirtieth day after publication of notice of the filing of 
amendment No. 2 thereto. 


The CSE proposes to establish and operate, on an 
experimental basis, “a pilot program for Multiple 





10Notice of Amendment No. 2 to the proposed rule 
change was given in Securities Exchange Act Release 
No. 14620 (March 30, 1978) and was published in the 
Federal Register on April 7, 1978 (43 FR 14783). 


Dealer Trading using an electronic communication 
system designated for that purpose by the Exchange 
Board of Trustees through which bids and offers of 
competing dealers, as well as public bids and offers, 
may be consolidated for review and execution by 
Users.” The proposed facility would accept orders 
in certain securities (“designated issues”) from person 
who qualify as “users,” a category which would include 
members of the Exchange, access nonmembers of the 
exchange, and specialists and exchange market 
makers in designated issues registered as such on 
other exchanges who may (along with CSE members) 
become “approved dealers” on the exchange. Members 
of the CSE and approved dealers would be able to enter 
both agency and principal orders; access non-mem- 
bers of the CSE would be able to enter only agency 
orders. The CSE’s rules would not require that any 
principal or agency order of a user for a designated 
issue be brought to the CSE as opposed to another 
market for execution. Orders in such securities could 
not be executed on the CSE, however, otherwise than 
by entry in and (subject to one exception discussed 


below) execution through the CSE’s electronic trading 
facility. 


Execution priority would be granted to orders first by 
price (i.e., the highesi bid and lowest offer) and then, 
as to orders at the same price, by time of entry, except 
that “public agency orders,” regardless of time of 
entry, would be granted priority over other orders at the 
same price. The proposed rule defines a public agency 
order as “any order for the account of a person other 
than an Approved Dealer, a Member or a person who 
could become an Approved Dealer by complying with 
this Rule with respect to his use of the System, which 
order is represented, as agency, by a User.” Once 
entered, a public agency order which has not been 
executed may be removed under only three 
circumstances: (1) upon cancellation, (2) in connection 
with a transfer of the order to another exchange, or (3) 
in order to permit the approved dealer or member who 
entered the order to execute such order as principal 
pursuant to a prior guarantee to provide an execution in 
the event a trade takes place in another market at the 
specified limit price (a “limit order guarantee”). The 
proposed rule provides that public agency orders 
removed from the facility and executed by the entering 
approved dealer or CSE member on a principal basis 
pursuant to a limit order guarantee would be deemed to 
be executed on the CSE as if executed through the 
facility and would have to be reported to the CSE as 
promptly as possible and in any event within one 
minute of execution. 





11 authority for, and rules governing the operation of, 
the multiple dealer trading facility would be set forth in 
Rule 9D3 (Temporary) of the CSE Rules. 
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The proposed rule provides for the automatic printing 
of hard-copy confirmations by the facility to the parties 
to a trade (or their agents) and enables the CSE Board 
of Trustees, through proposed rule changes filed with 
the Commission pursuant to Section 19(b)(2) or (3) of 
the Act, to prescribe reasonable fees as a condition for 
direct access to the facility. The proposal delineates 
procedural rights (including written notice, right to an 
on-the-record adversarial hearing, and the right to 
appeal to the CSE Board of Trustees) for any person 
who is prohibited or restricted in obtaining access to 
services offered by the CSE or any member in 
connection with the facility. Finally, the proposal 
provides that existing trading rules of the CSE, with 
certain exceptions for rules having no rational 
application to electronic trading, would also govern 
trading in the multiple dealer trading facility. 


The CSE presently contemplates designating for use in 
its multiple dealer trading facility the computer 
facilities and software which currently support the 
RMS, an experimental market linkage among the CSE 
and the Pacific (“PSE”), Midwest (“MSE”) and Boston 
(“BSE”) Stock Exchanges which have been operating 
on a six-month pilot basis since November, 1977. The 
securities to be traded in the facility would be selected 
by the CSE’s Board of Trustees from those listed or 
admitted to unlisted trading privileges on the CSE; the 
total number of issues traded in the facility during the 
pilot program, however, may not exceed 200. The 
proposal provides that the pilot program will terminate 
no later than January 31, 1979, unless its continuance 
is authorized by a subsequent rule proposal filed with 
and approved by the Commission pursuant to Section 
19(b)(2) of the Act. 


The Commission finds that the proposed CSE 
nine-month experimental pilot program for an 
electronic ‘‘multiple dealer’ trading facility is 
consistent with the requirements of the Act. 


The Commission believes the CSE experiment may 
provide an opportunity to assess, on an empirical 
basis, the impact of a trading environment in which 
members of an exchange and other qualified 





12The CSE simply seeks authorization to implement its 
multiple dealer trading facility as a pilot program and 
on an experimental basis, and, as indicated above, we 
decide no more. The experiment will enable the CSE, if 
it chooses to do so, to apply for a permanent rule 
change along these lines, based on the data and 
operating experience the CSE will be gathering over the 
next nine months. We intimate no view as to whether 
the CSE’s application for a permanent rule change, 
should such an application be made, would be 
consistent with the Act. 
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broker-dealers may engage in trading through an 
electronic communications network governed by the 
auction principles of price and time priority and, 
which, in addition, provides for priority of agency 
orders over the the orders of dealers trading directly for 
their own account, a priority deemed by Congress to be 
“an important benefit when trading in an _ ideal 
auction-type market.” 


At the same time, by permitting direct access to its 
auction market by specialists on other exchanges (both 
for agency and principal orders) without requiring CSE 
membership, the “open access” nature of the proposed 
pilot program may afford an opportunity for enhanced 
competition among brokers and dealers, among 
exchange markets, and between wiretap markets and 
markets other than exchange markets. '4 





13Senate Comm. on Banking, Housing and Urban 
Affairs, Report to Accompany S.249, S. Rep. No. 
94-75, 94th Cong., ist Sess. 16 (1975). For a brief 
description of the RMS, see January Release, supra 
note 1, at 23-24, 43 FR 4355. While the RMS was never 
presented to the Commission for approval, nor was 
approved by the Commission, as the Commission 
noted in its January Release, the computer facilities 
and software utilized in the RMS, which is to be used 
as the basis for the CSE’s facility, “offers considerable 
promise as a basis for a comprehensive system 
establishing a national auction based on price and time 
priorities.” Id. at 37, n. 55, 43 FR 4359. The 
Commission also noted in connection with its 
determination to encourage implementation of a 
central file affording nationwide protection for all 
public agency limit orders against trades at the same 
or an inferior price occurring in any market, that the 
technology employed in the RMS, appropriately 
modified, “could provide a basis on which a Central 
File could be developed.” /d., 43 FR 4359. Development 
of these potentials of the CSE’s facility, in the context 
of the national market system initiatives announced in 
the January Release, may well stimulate accelerated 
progress toward achievement of a national market 
system. 


140ff-board trading rules of national securities 
exchanges other than the CSE, restricting the ability of 
their members to effect transactions in securities listed 
or admitted to unlisted trading privileges on those 
exchanges otherwise than on those exchanges, would 
not, of course, affect the ability of such members to 
effect CSE transaction in designated issues pursuant 
to the rule we have approved today, if such members 
qualify under the rule as “users” of the facility. See /n 
re Rules of the New York Stock Exchange, 10 SEC 270 
(October 4, 1941) (“Multiple Trading Case”); Securities 
Exchange Act Release No. 11628 (September 2, 1975), 





As the Commission noted in the January Release, 15 
the legislative history of the 1975 Amendments 16 
confirms that the Commission is expected, on a 
continuing basis, to ensure the development and 
maintenance of a “fair field of competition” among 
brokers and dealers and among markets. The CSE’s 
proposed pilot program appears to be the kind of 
“competition-enhancing” development the Commis- 
sion should foster under the Act rather than foreclose 
in carrying out the Act’s national market system 
mandate. Thus, the CSE’s experiment in 
computer-based trading in its market (and such other 
markets as may choose to continue to pilot market 
linkage commenced in the RMS effort) is consistent 
with the course the Commission has charted in the 
January Release. 


The Commission further finds good cause to approve 
this part of the proposed CSE rule change prior to the 
thirtieth day after the date of publication of notice of 
the filing of Amendment No. 2 thereto. As discussed 
above, the CSE proposal to establish a multiple dealers 
trading facility has previously been published for 
comment on two separate occasions in July 1977 and 
January 1978, and no comments were received in 
response to these two notices. While several 
refinements to the proposal were set forth in 
Amendment No. 2, the features of the facility remain 
basically similar, and these refinements have restricted 





(continued from preceding page) 


40 FR 41808; Securities Exchange Act Release No. 
11942 (December 19, 1975), 41 FR 4507; Securities 
Exchange Act Release No. 13662 (June 23, 1977), 42 
FR 33510. 


1SJanuary Release, supra note 1, at 17, 43 FR 4356. 


16pub. L. No. 94-29 (June 4, 1975). 


17 January Release at 17, 43 FR 4356. The Senate 
Committee on Banking, Housing and Urban Affairs, in 
its Report to Accompany S. 249, S. Rep. No. 94-75, 
94th Cong., 1st Sess. 3 (1975), the legislation from 
which the national market system provisions of the 
1975 Amendments were primarily drawn, stated 
specifically that it would be contrary to the purposes of 
enhancing competition (i.e., ensuring that economic 
forces could “arrive at appropriate variations in 
practices and services” among markets and among 
securities professionals) “to compel elimination of 
differences between types of markets or types of firms 
that might be competition-enhancing.” 


the scope of the proposed rule change. 18 Moreover, 
we will consider carefully any comments received as a 
result of the publication of notice of the filing of 
Amendment No. 2, as well as any comments interested 
persons may file with us after the CSE pilot program 
commences operations. The Commission will, of 
course, be prepared to take any appropriate action in 
response either to any comments it might receive, or as 
a result of the staff’s own surveillance efforts. 


As previously noted, the CSE proposes to base its 
facility on computer and software currently supporting 
the experimental market linkage among the CSE, the 
PSE, the MSE and the BSE, known as the RMS. Since 
its inception in November 1977, the RMS has involved 
substantial start-up and operational costs. Further, the 
Commission has been advised that the PSE and MSE 
have served notice of their intent to terminate their 
participation in, and financial support of, the computer 
facilities and software constituting the RMS at the end 
of this month. The Commission also understands that 
the BSE’s financial support for these facilities already 
has been significantly curtailed. The value of the CSE 
pilot program would be reduced were the existing RMS 
linkage of regional exchanges to be eliminated. Hence 
timely approval will provide in arriving at their 
determination whether to continue participation in 
RMS. 


The CSE has represented that, under these 
circumstances, its present membership cannot finance 
maintenance of the computer facilities and software 
necessary to operation of its proposed multiple dealer 
trading facility, in the absence of expeditious 
Commission consideration of its rule proposal 
contemplating implementation of the pilot pro- 
gram—action which would afford some prospect 
of attracting new members to the CSE willing to 
participate in, and financially support, the facility. 
Failure to act promptly upon the CSE’s rule proposal 
with respect to the facility, therefore, apparently will 
result in the dismantling of the computer facilities and 
communications network underlying the RMS and will 
jeopardize the CSE’s ability in the future to implement 
its proposed multiple dealer trading facility. The 
Commission finds that the imminence of these 
difficulties, which would prevent implementation of 
the pilot program proposed by the CSE, constitutes 





18F or example, provisions in Amendment No. 2 
changed the multiple dealer trading facility from one of 
permanent authorization to a pilot program to 
terminate on or before January 31, 1979. In addition, 
the number of issues eligible to be traded in the facility 
during the pilot program was limited to a maximum of 
200. 
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good cause to approve this portion of the proposed 
CSE rule change prior to thirty days after publication of 
Amendment No. 2 to SR-CSE-77-1. 


IT 1S THEREFORE ORDERED, pursuant to its authority 
under the Act, and particularly Sections 11A and 
19(b)(2) thereof, that the CSE’s pilot project relating to 
the establishment and operation of the CSE multiple 
dealer trading facility, as set forth in Rule 9D3 
(Temporary) of the CSE Rules, be, and it hereby is 
approved, consistent with the terms of, and discussion 
in, this order. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14675/April 18, 1978 


REPORT OF INVESTIGATION IN THE 
MATTER OF STERLING DRUG, INC. 


|. INTRODUCTION 


Based on information received in the Commission’s 
non-public investigation in the Matter of Sterling Drug, 
Inc., the Commission deems it appropriate that it issue 
this Report of Investigation (“Report”) pursuant to 
Section 21(a) of the Securities Exchange Act of 1934 
(“Exchange Act”). The Report addresses two 
concerns, namely, the adequacy of the disclosures by 
Sterling Drug, Inc. (“Sterling”) in certain filings with 
the Commission relating to a post-year-end reduction 
as of December 31, 1974 of a reserve for foreign 





1 Section 21(a) of the Exchange Act authorizes the 
Commission, in its discretion, to publish information 
gathered during its investigation concerning “any 
facts, conditions, practices or matters which it may 
deem necessary or proper” in fulfilling its 
responsibilities under the Exchange Act. Sterling and 
the individuals have reviewed this Report, and, while 
disagreeing with the Commission’s conclusions, do 
not contest, solely for purposes of this Report, the 
facts stated herein. 
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operations (“RFO”) formerly maintained by Sterling 2 
and the propriety of certain sales of Sterling stock in 
late 1974 and early 1975 by three Sterling directors, at a 
time when they may have been in possession of 
material non-public information. 


The investigation on which this Report is based was in 
no sense an adjudicatory proceeding and no hearing 
has been conducted by the Commission with respect 
to any of the issues of fact or law contained herein. Nor 
is the report a determination of the rights or liabilites of 
any person. 


Sterling is a Delaware corporation with its principal 
offices located at 90 Park Avenue, New York, New York 
10016. Sterling’s common stock is registered pursuant 
to Section 12(b) of the Exchange Act and is traded on 
the New York Stock Exchange. Sterling is primarily 
engaged in the manufacture and sale of pharmaceutical 
and consumer products. 


ll. BACKGROUND 


For several years prior to 1975 Sterling’s sales and 
earnings followed a pattern of relatively consistent 
growth on the order of 10% per year. The growth rate, 
while not without variation, was stressed within the 
Company by top management and was recognized as a 
halimark of Sterling by security analysts who had 
generally come to expect it to continue. 


On January 6, 1975, the Vice Chairman of the Board of 
Sterling and, at that time its senior financial officer, 
received estimates originated by Sterling’s operating 
units which indicated that Sterling’s 1974 sales and 
earnings were up 11% and 4% respectively over 1973, 
and that, for the fourth quarter, its sales were up 5% 
and its earnings down some 10% from the same period 
in 1973. 





2 As a result of Financial Accounting Standards Board 
Statement No. 5 “Accounting for Contingencies” dated 
March 1975 and Statement No. 8 “Accounting for the 
Translation of Foreign Currency Transactions and 
Foreign Currency Financial Statements” dated October 
1975, reserves such as the RFO have ceased to be 
acceptable as an accounting practice. Accordingly, 
Sterling has eliminated the RFO and restated its 
accounts for prior years. 





A press release was issued on January 7, some two or 
three weeks earlier than Sterling ordinarily issued 
preliminary year-end results. The release led off with 
the fourth quarter results, including the 10% earnings 
decline. The release had a markedly adverse impact on 
the market price for Sterling stock, which promptly 
dropped some 6 1/2 points to 18 1/2. The release also 
stated that Sterling’s household product lines were 
adversely affected by inventory contractions by 
wholesale and retail customers, and finally, reported 
the gains for the year of 11% for sales and 4% for 
earnings. These unaudited figures indicated earning 
per share for 1974 of $1.35. 


Ill. ACCOUNTING CHANGES 


On February 19 and 26, 1975, Sterling and its outside 
auditors, Price Waterhouse & Co. (“PW”), met to 
discuss Sterling’s 1974 financial statements. At these 
meetings, PW raised objections concerning certain 
proposed income and experise items. In its preliminary 
results, Sterling had deferred certain cost which the 
auditors subsequently insisted be written off and 
accrued certain income items which the auditors 
susbsequently insisted be deferred. These items had 
an after-tax effect of reducing income by approximately 
$1.6 million or 2.7 cents per share. 


At the February 19 meeting, after PW had insisted that 
a $1.7 million item relating to foreign operations be 
expensed rather than charged to the RFO, Sterling 
immediately stated that it would reduce the RFO by an 
equivalent amount . At the same meeting, PW also 
objected to the inclusion of income of $1.2 million 
stemming from another item relating to foreign 
operations; PW previously taken the same position 
regarding $500,000 from a sale of foreign land, and, 
subsequent to January 7, Sterling acceded to PW’s 
position. As to the $1.2 million item, PW did not state 
its final position until February 26, at which time 
Sterling agreed to defer $650,000 of the $1.2 million. At 
this meeting, Sterling also stated that, in light of PW’s 
objections to booking the $1.2 million in income, it had 
decided to reduce the RFO by an additional amount, to 
$4.0 million. PW did not object to this disposition of 
the matter. 





3 At December 31, 1973, the RFO stood at $7.977 
million. For purposes of its 1974 financial statements, 
Sterling had reflected in the RFO a foreign currency 
gain of $150,000 and a $933,000 loss on the termination 
of a foreign cosmetic business, which had reduced the 
RFO to approximately $7.2 million, and the $1.7 million 
item referred to in the text, which had further reduced 
the RFO to $5.5 million. 


This post-year-end reduction in the RFO, bringing it to 
$4 million, amounted to $3.2 million, which increased 
after-tax income by approximately $1.6 million, an 
amount equal to approximately 2% of Sterling’s 1974 
earnings of $79.4 million. This amount represented 
45% of the increase in earnings from 1973. Final 
earnings per share as reported in Sterling’s audited 
financial statements were $1.35, the same figure made 
public on January 7. 


IV. STERLING’S DISCLOSURES 


The notes to Sterling’s 1974 balance sheet included the 
following information: 


The consolidated result of fluctuations in 
foreign exchange rates in 1974 was not 
material. In 1973, a foreign exchange gain of 
$2,323,000was credited to the Reserve for 
Foreign Operations. This Reserve has been 
reduced to $4,000,000 [from $7,977,000] at 
December 31, 1974, which amount is 
considered adequate by management. 


The Commission believes the facts may be 
summarized as follows. On January 7, 1975, Sterling, 
recognizing the significance to investors of the adverse 
change in growth rates, announced its preliminary 1974 
results, which indicated earnings per share of $1.35. 
Subsequently, but prior to Sterling’s announcing final 
1974 earnings, Sterling’s auditors took exception to 
various accounting items relating to foreign operations 
which had an after-tax effect of reducing income by 
$1.6 million or 2.7 cents per share. Sterling then 
reduced the RFO by an amount sufficient to 
compensate for this reduction, thereby maintaining its 
earnings per share at the $1.35 level previously 
reported. 


In the Commission’s view, the circumstances here 
presented raise substantial questions concerning the 
nature of the disclosure which should have been made 
with respect to the reduction in the RFO. While the 
footnote refers to management’s considering the RFO 
to be adequate at $4.0 million, no disclosure is made of 
the circumstances surrounding the RFO reduction. 
Here it appears that a primary reason for the reduction 
was to compensate for other accounting changes 
relating to foreign operations required by the outside 
auditors adversely affecting earnings, and thereby 
arbitrarily to maintain earnings per share at the $1.35 
level previously made public. Although the 
Commission does not take issue with the reduction in 
and of itself, it considers that it would have been 
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appropriate to disclose this reason in the notes to the 
financial statements, since it may have been important 
to investors as well as analysts in seeking to appraise 
the quality of earnings. This disclosure would have 
emphasized that, in the absence of the RFO reduction, 
Sterling’s earnings would have been reduced even 
further than had been announced in January. The 
Commission notes that accounting measures, such as 
those involved here, designed to maintain earnings at a 
certain level, even if proper per se, may render financial 
statements misleading in the absence of adequate 
disclosure of the reasons for these measures. 


Sterling’s position is that the reduction in the RFO was 
proper as an accounting matter and that its disclosures 
concerning it were adequate. It notes that its outside 
auditors did not take exception to the reduction and 
that its balance sheet clearly disclosed the amount by 
which the RFO had been reduced and contends that 
whatever collateral considerations may have influenced 
the decisions to reduce it are immaterial if the balance 
remaining after the reduction was adequate. 


V. SALES BY INSIDERS 


On November 5, 1974, the next business day after the 
November Board of Directors meeting, one director and 
former officer sold somé 8,000 shares; between 
November 6 and November 14, 1974, a second director 
and former officer sold 10,000 shares; on January 6, 
1975, the next business day after the January Board of 
Directors meeting, a third director who was also an 
officer at the time sold 2,000 shares. The total value of 
all the shares amounted to approximately $520,000.4 
These transactions raise issues concerning the 
conduct of insiders when they learn of certain 
non-public corporate information. 


On October 23, 1974, Sterling announced its third 
quarter operating results, which were typically in line 
with Sterling’s 10% growth pattern. Thereafter, in a 
generally rising market, the stock price for Sterling 
stock moved slightly ahead of the market during the 
next few weeks from about $22 per share to $25 per 
share. 


At the Board of Directors meeting on November 1, 
1974, the directors were given the detailed breakdown 





4 The sales represented approximately 13%, 11%, and 
22%, respectively, of the three directors’ total holdings 
in Sterling at the time of the sales. Two of the three 
directors are now retired from active service with the 
company. 
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of the operating performance for the first nine months 
of 1974. The breakdown showed that although 
Sterling’s overall sales were up by 13.3% and overall 
net income was up 10.5%, the source of Sterling’s 
earnings had shifted during this accounting period 
from recent patterns as a result of below-average 
performance by two major domestic divisions and 
above-average performance by other divisions. 


In particular, Sterling’s L & F division was not 
performing as expected—it was almost 4% behind 
1973’s operating profit for the same period. The 
directors, who were all at this November 1, 1974, Board 
meeting, have ac:.nowledged that L&F was then one of 
Sterling’s most important divisions and an important 
source of Sterling’s growth during recent years. In 
addition, sales of Bayer Aspirin, historically the prime 
product of Sterling’s Glenbrook Laboratories division 
(“Glenbrook”), were suffering badly, and that division 
was almost 17% behind 1973’s operating results for the 
same period. Other operating units, however, had 
experienced increases in profitability over the 
comparable period in the prior year in excess of 10%. 
The second director’s notes of the November 1 meeting 
stated that Management was “optimistic”. He stated 
that he regarded the statement as applicable both as to 
the sales of Bayer Aspirin during the fourth quarter 
(based on an expectation of a serious flu situation in 
the upcoming season) and as to the performance of 
Sterling as a whole for 1974. 


On November 5, 1974, the first director sold 8,034 
shares of Sterling stock. Between November 6 and 14, 
the second director sold 10,000 shares of Sterling 
stock. Prior to the execution of the first director’s order 
to sell 8,034 shares, his broker was told by Sterling’s 
outside securities counsel and Corporate Secretary, 
who had attended the November Board meeting, that 
the sale of the stock could proceed without registering 
the stock. 


During the subsequent and concluding months of 
1974, Glenbrook’s operating results improved 
somewhat, but L&F’s performance continued to 
deteriorate, and, at the end of 1974, it appeared that 
L&F would be 10% behind 1973’s performance. At the 
January 3 Board meeting the Board was given figures 
showing that for the eleven month period ending 
November 30, 1974, overall sales for Sterling were up 
12.1% and net income was up 9.3%. However, the 
Board was toid by Sterling’s President that meeting the 
overall December 1974 figures was “going to be 
tough”. 


On January 6, the third director sold 2,000 shares of 
Sterling stock. He testified that he discounted the 
President’s statement because such statements were 





typically made at the end of the quarter, and because 
he believed that the final figures for the division under 
his direct responsibility would likely exceed the 
estimated December results. Prior to placing his sale 
order, this director called Sterling’s outside securities 
counsel and Corporate Secretary, who had attended 
the January 3 Board meeting. He inquired of counsel if 
there were any reason that the sales should or could 
not be made. Counsel inquired of the director as to 
whether he had had any previous transactions in 
Sterling securities. They also discussed whether, as a 
result of the January 3 meeting, the director was in 
possession of material inside information. Counsel 
agreed that there seemed to be no reason to preclude 
the sales. 


The three directors contend that they did not consider 
the interim reports on Glenbrook and L&F to be 
materially adverse in relation to Sterling as a whole. 
The Commission believes, however, that the issue of 
materiality rests on the importance of the Glenbrook 
and L&F divisions to Sterling’s expected overall 
performance. Thus, though it appeared that Sterling 
would probably meet its expected and traditional 
growth levels in 1974, nonetheless, it could well have 
been significant that the Glenbrook and L&F divisions 
were doing poorly. 


The three directors also maintain that their reasons for 
selling their Sterling stock were based on 
considerations completely independent of the 
performance of the Glenbrook and L&F divisions. The 
three directors testified that they had independently 
determined to sell Sterling stock prior to the Board 
meetings. Two of the directors testified that they sold 
Sterling stock because they had retired from their 
positions at Sterling and, according to earlier plans, 
wished to diversify their investments. As to one of 
these directors, there is documentary evidence of an 
intention to sell prior to the November 1 Board 
meeting. The other two directors testified that they 
wished to satisfy tax or other obligations which were 
coming due. 


The Commission believes that the information the 
three directors possessed raises an important issue of 
materiality. An important part of an evaluation of a 
company is the future growth potential, and, in 
estimating growth, investors could look to traditional 
sources of growth for the particular company being 
evaluated. This situation is a prime example where 
information concerning a company’s various lines of 
business may be material to the investment quality of 
the company, even though the results of certain lines 
might not even affect the overall results of the issuer in 
a given year. The fact that Sterling’s “bottom line” 
results would achieve expectation in 1974 may be only 


part of a rational basis for investing in Sterling. 
Investors could also expect that Sterling’s consumer 
product lines would continue to grow. The fact that 
Sterling had traditional growth areas in its consumer 
product lines, which could be expected to be the 
source of Sterling’s continuing growth, could make 
this product line information material. Had investors 
known the information distributed at the November and 
January Board meetings, investors might reasonably 
have expected Sterling not to show its traditional 
growth rates, nor might they have placed the value on 
Sterling which it had at the time of the insiders’ sales. 


The Commission also believes that Rule 10b-5 (17 
C.F.R. §240. 10b-5) does not require a showing that an 
insider sold his securities for the purpose of taking 
advantage of material non-public information. 
Purchasers of securities in the public market should be 
able to rely upon information available to the public at 
the time of the transaction. If an insider selis his 
securities while in possession of material adverse 
non-public information, such an insider is taking 
advantage of his position to the deteriment of the 
public. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14676/April 18, 1978 


The Securities and Exchange Commission announced 
pursuant to Section 12(k) of the Securities Exchange 
Act of 1934 (“Exchange Act”) the single ten day 
suspension of exchange and over-the-counter trading 
for the period commencing at 9:30 a.m. (EST) on April 
18, 1978, and terminating at midnight (EST) on April 
27, 1978, of the securities of New York, New Haven & 
Hartford Railroad Company (“New Haven”), a 
Massachusetts corporation with executive offices 
located at 54 Meadow Street, New Haven, Connecticut 
06506. 


The Commission suspended trading in the securities of 
New Haven at the request of the company pending 
dissemination of an amended plan of reorganization. 
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The Commission cautions broker-dealers, share- 
holders and prospective purchasers that they should 
carefully consider the foregoing information along with 
all other currently available information and any 
information subsequently issued by the company. 


Furthermore, brokers and dealers should be alert to the 
fact that, pursuant to Rule 15c2-11 under the Exchange 
Act, at the termination of the trading suspension no 
quotation may be entered unless and until they have 
strictly complied with all of the provisions of said rule. 
If any broker or dealer has any questions as to whether 
or not he has complied with said rule, he should not 
enter any quotation but immediately contact the staff 
of the Division of Enforcement in Washington, D.C. If 
any broker or dealer is uncertain as to what is required 
by Rule 15c2-11, he should refrain from entering 
quotations relating to the securities in question until 
such time as he has familiarized himself with said rule 
and is certain that all of its provisions have been met. If 
any broker or dealer enters any quotation which is in 
violation of said rule, the Commission will consider the 
need for prompt enforcement action. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14677/April 18, 1978 


In the Matter of 


CHICAGO BOARD OPTIONS EXCHANGE, INC. 
LaSalle at Jackson 
Chicago, Illinois 60604 


(SR-CBOE-76-26) 


ORDER APPROVING PROPOSED RULE CHANGE 


On December 22, 1976, the Chicago Board Options 
Exchange, Inc. (“CBOE”) filed with the Commission, 
pursuant to Section 19(b)(1) of the Securities Exchange 
Act of 1934, 15 U.S.C. 78(s)(b)(1) (the “Act”) and Rule 
19b-4 thereunder, copies of a proposed rule change 
which sets forth a number of amendments to CBOE 
rules governing trading procedures on the floor, 
including an amendment to prohibit the placement of 
proprietary orders of non-member broker-dealers on 
CBOE board brokers’ books. 


828/SEC DOCKET 


Notice of the proposed rule change, together with its 
terms of substance, was given by publication of a 
Commission Release (Securities Exchange Act 
Release No. 13159 (January 13, 1977)) and by 
publication in the Federal Register (42 FR 3909 
(January 21, 1977)). All written statements with respect 
to the proposed rule change which were filed with the 
Commission and all written communications relating 
to the proposed rule change between the Commission 
and any person were considered and were made 
available to the public at the Commission’s Public 
Reference Room. 


|. The Proposed Rule Change 


A. Prohibition of Non-Member Broker-Dealers’ Orders 
from the Board Broker’s Book 


Under current CBOE rules, limit orders placed on a 
CBOE board broker’s! book are entitled to priority over 
other orders at the same price which are represented in 
the trading crowd.2 The proprietary orders of CBOE 
members, however, are not now permitted on the board 
broker’s book? and the instant proposed rule change 
would extend this prohibition to the proprietary orders 
of all broker-dealers who are not members of the 
CBOE. As a result, a limit order left with a board broker 
will be entitled to execution priority over any order at 





1 The CBOE board broker is a member of the exchange 
and performs the agency functions associated with 
maintenance of a limit order book. In addition, the 
board broker, while precluded from dealing in his 
appointed classes of options for his own account, is 
entrusted with the obligation of overseeing a fair and 
orderly market in the classes of options to which he is 
appointed. 


2 CBOE Rule 6.45(a) and (b). CBOE rules, however, 
provide an exception to the priority accorded to limit 
orders on the board broker’s book to permit the 
execution of “spread orders” in the trading crowd. 
CBOE Rule 6.45, Interpretation .01. A spread order, 
while effected in a single transaction between two 
sides, actually involves the linking of two trades: a 
purchase of calls (or puts) in one options series and a 
sale of calls (or puts) in the same options class but ina 
different series. Under the CBOE’s exception, a spread 
order may be effected between two members in the 
trading crowd, so long as the price at which one “leg” 
of the spread is effected represents an improvement 
over the best applicable bid or offer on the board 
broker’s book, notwithstanding that the other leg of the 
spread is effected at the same price as an unfilled bid 
or offer on the board broker’s book. 


3 CBOE Rule 7.4(a). 





the same price for the proprietary account of any 
broker-dealer, whether or not that broker-dealer is a 
member of the CBOE. 


Similarly, in a related amendment, the CBOE would 
amend its procedure for the conduct of opening 
rotations to provide that a market order of a 
non-member broker-dealer would be treated in the 
same manner as that of a market order of a CBOE 
member. Under current CBOE rules,4 a CBOE board 
broker, in conducting an opening rotation, may give 
market orders in which no member has a proprietary 
interest execution priority over limit orders on his book 
at the opening price. The CBOE proposal (in addition 
to making such priority of market orders over limit 
orders mandatory rather than discretionary) would 
prohibit the market orders of non-member broker- 
dealers, as well as the market orders of CBOE 
members, from achieving priority at the opening over 


limit orders at the opening price on the board broker’s 
book. 


B. Other Trading Rules Amendments 


The proposed CBOE rule change also would amend a 
number of other rules governing trading procedures on 
the CBOE floor. These amendments would (1) prohibit 
the acceptance by floor brokers of both buy and sell 
“not held” orders in the same options series for the 
same account or the accounts of the same customer, 
(2) prohibit acceptance by the board broker of 
“stop-loss” or “stop-limit” orders.° (3) require the 





4 CBOE Rule 6.45(c). 


5 CBOE Rule 6.53(c)(iii) defines a stop (stop-loss) 
order as: 


acontingency order to buy or sell when the market for a 
particular option contract reaches a specified price. A 
stop order to buy becomes a market order when the 
option contract trades at or above the stop price. A 
stop order to sell becomes a market order when the 
option contract trades at or below the stop price. 


CBOE Rule 6.53(c)(iv) defines a stop-limit order as: 


a contingency order to buy or sell at a limited price 
when the market for a particular options contract 
reaches a specified price. A stop-limit order to buy 
becomes a limit order when the option contract trades 
at or above the stop price. A stop-limit order to sell 
becomes a limit order when the option contract trades 
at or below the stop price. 


maintenance and use of “order shoes” by& board 
brokers and (4) prescribe procedures for the crossing 
of customers’ orders at the opening and during regular 
trading periods. 


ll. Commission Findings 


The Commission finds that the proposed rule change is 
consistent with the requirements of the Act and the 
rules and regulations thereunder applicable to national 
securities exchanges, including the requirements of 
Sections 6 and 11A and the rules and regulations 
thereunder. 


In particular, the Commission finds that the provisions 
of the proposed rule change which would preclude 
non-member borker-dealers, in addition to CBOE 
members, from gaining the priority afforded to limit 
orders placed on a CBOE board broker’s book (and the 
priority afforded during the opening rotation to market 
orders over limit orders at the opening price on the 
board broker’s book) are consistent with the investor 
protection purposes of Section 6 of the Act. In 
addition, this proposal would further the purpose of 
Section 11A(a)(1)(C)(v) of the Act by enhancing the 
ability of investors orders to meet without participation 
by a dealer. 


The Commission further finds that the proposed rule 
change is consistent with the requirement of Section 6 
that the rules of an exchange not be designed to permit 
unfair discrimination between brokers or dealers. In 
this regard, the Commission recognizes that 
non-members of the CBOE, both those which are 
broker-dealers and those which are not, may be able to 
obtain (and in certain cases have obtained) direct 
communications access to brokers on the CBOE floor 
and thus may be able to enjoy trading advantages on 
the CBOE similar to those enjoyed by CBOE members 
who enter their orders from off-floor. At the same time, 
the Commission is aware that some non-member 
broker-dealers, in view of the relatively limited volume 
and frequency of their trading on the CBOE among 
other possible factors, may choose not to seek direct 
communications access to the CBOE floor. 
Nevertheless, the Commission finds that the 
distinction drawn by the proposed CBOE rule change 
based on a non-member’s status as a broker or dealer, 
is reasonably calculated to further the protection of 
investors and to enhance the ability of investors’ orders 





6 In serving as a repository for limit orders in options 
to which he is appointed, the board broker is required 
under the instant rule change to maintain at his station 
a separate “order shoe” for each options series into 
which limit orders may be deposited for placement on 
his book. 
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to meet without participation by a dealer and that 
furtherance of these statutory goals, in this 
circumstance, outweighs any burden on competition 
which may be imposed on certain broker-dealers who 
are not members of the CBOE. 


IT iS THEREFORE ORDERED, pursuant to Section 
19(b)(2) of the Act, that the above-mentioned proposed 
rule change be, and it hereby is, approved. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14678/April 18, 1978 


NOTICE OF FILING AND EFFECTIVENESS OF 
PROPOSED RULE CHANGE BY NEW YORK STOCK 
EXCHANGE, INC. 


File No. SR-NYSE-78-18 


The New York Stock Exchange, Inc. submitted on 
March 23, 1978, a proposed rule change under Rule 
19b-4 to provide floor members with a service whereby 
news information would be available on a continuous, 
non-delayed basis. This service would be initiated 
concurrently with the commencement of the 
Exchange’s Intermarket Trading System. 


The foregoing rule change has become effective, 
pursuant to Section 19(b)(3)(A) of the Securities 
Exchange Act of 1934. At any time within sixty days of 
the filing of such proposed rule change, the 
Commission may summarily abrogate such rule 
change if it appears to the Commission. that such 
action is necessary or appropriate in the public 
interest, for the protection of investors, or otherwise in 
furtherance of the purposes of the Securities Exchange 
Act of 1934. 


Publication of the submission is expected to be made 
in the Federal Register during the week of April 24, 
1978. In order to assist the Commission to determine 
whether to approve the proposed rule change or 
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institute proceedings to determine whether the 
proposed rule change should be disapproved, 
interested persons are invited to submit written data, 
views and arguments concerning the submission 
within 21 days from the date of publication in the 
Federal Register. Persons desiring to make written 
comments should file six copies thereof with the 
Secretary of the Commission, 500 North Capitol Street, 
Washington, D.C. 20549. Reference should be made to 
File No. SR-NYSE-78-18. 


Copies of the submission, all subsequent amend- 
ments, all written statements with respect to the 
proposed rule change which are filed with the 
Commission, and of all written communications 
relating to the proposed rule change between the 
Commission and any person, other than those which 
may be withheld from the public in accordance with the 
provisions of 5 U.S.C. §552, will be available for 
inspection and copying at the Commission’s Public 
Reference Room, 1100 L Street, N.W., Washington, 
D.C. 


For the Commission, by the Division of Market 
Regulation pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14679/April 18, 1978 


A notice has been issued giving interested persons 
until May 10 to comment upon or request a hearing on 
the application submitted by International Aluminum 
Corporation to withdraw its common stock (par value 
$1) from listing and registration on the American Stock 
Exchange, Inc. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14680/April 19, 1978 





An order has been issued granting the application 
submitted by the American Stock Exchange, Inc. to 
strike from listing and registration the following 
securities of First Hartford Corporation: Common 
Stock (par value $1) and the Cumulative Preferred 
Stock, Series A (par value $1). 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14681/April 19, 1978 


In the Matter of 


AMERICAN STOCK EXCHANGE, INC. 
86 Trinity Place 
New York, New York 10006 


(SR-Amex-77-28) 


ORDER APPROVING PROPOSED RULE CHANGE 


On November 23, 1977, the American Stock Exchange, 
Inc. (“Amex”) filed with the Commission, pursuant to 
Section 19(b)(1) of the Securities Exchange Act of 
1934, 15 U.S.C. 78 (s)(b)(1) (the “Act”) and Rule 19b-4 
thereunder, copies of a proposed rule change which 
would bring membership requirements for partnerships 
into conformity with requirements for corporations. 
The Amex proposes to accomplish this by amending 
its Constitution and rules to permit members to be 
associated with a firm without requiring that they be 
general partners. The principal change would be the 
addition of a new Section 2(e) to Article IV, which sets 
forth conditions of Exchange approval of member firms 
substantially parallel to those applied to member 
corporations. Numerous technical conforming 
changes would be made throughout the Constitution 
and rules to delete reference to “general partner” or 
“general partners” where the context raises the 
inference that, within a member firm, only general 
partners may be members. 


On December 29, 1977, the Amex filed Amendment No. 
1 to File No. SR-Amex-77-28. That amendment reflects 
rule changes contained in File No. SR-Amex-77-28 
which were submitted for Commission consideration 
in File No. SR-Amex-77-5 but which have not yet been 


approved. 1 The Amex granted an extension of time for 
Commission consideration of the following provisions 
that are the subject of File No. SR-Amex-77-28: Article 
IV, Section 2(e)(7) (redesignated as 2(f)(7)), new Article 
IV, Sections 2(e)(3)2 and 2(e)(5) and Rule 342(a). The 
extension of time for the above-mentioned portions of 
File No. SR-Amex-77-28, except for Article IV, Section 
2(e)(3),9 will expire when the Commission makes its 
determination on amendments to Section 2(e)(7) and 
Rule 342(a) as proposed in File No. SR-Amex-77-5. 


Notice of the proposed rule change together with the 
terms of substance of the proposed rule change was 
given by publication of a Commission Release 
(Securities Exchange Act Release No. 34-14460, 
February 13, 1978) and by publication in the Federal 
Register (43 F.R. 7384, February 22, 1978). All written 
statements with respect to the proposed rule change 
which were filed with the Commission and all written 
communications relating to the proposed rule change 
between the Commission and any person were 
considered and (with the exception of those 
statements or communications which may be withheld 
from the public in accordance with the provisions of 5 
U.S.C. §552) were made available to the public at the 
Commission’s Public Reference Room. 


The Commission finds that those portions of the 
proposed rule change described above are consistent 
with the requirements of the Act and the rules and 
regulations thereunder applicable to registered 
national securities exchanges, and in particular, the 
requirements of Section 6, and the rules and 
regulations thereunder. 


IT iS THEREFORE ORDERED, pursuant to Section 
19(b)(2) of the Act, that the above-mentioned portions 
of the proposed rule change be, and hereby are, 
approved. 


For the Commission, by the Division of Market 
Regulation pursuant to delegated authority. 





1 The Commission deferred action, with the consent of 
the Amex, on amendments to Article IV, Section 2(e)(7) 
and Rule 342(a) as proposed in File No. SR-Amex-77-5 
and approved the remainder of that rule filing. See 
Securities Exchange Act Release No. 14272 (December 
14, 1977), 42 F.R. 63969 (December 21, 1977). 


2 In its March 29, 1978, letter from Fred M. Stone, Vice 
President of the Amex to Theodore W. Urban, Chief of 
the SEC’s Branch of Exchange Regulation, the Amex 
extended the time for Commission consideration of 
Article IV, Section 2(e)(3) “until further notice.” 


3 id. 
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George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 34-14682/April 19, 1978 


In the Matter of 


AMERICAN STOCK EXCHANGE, INC. 
86 Trinity Place 
New York, New York 10006 


(SR-AMEX-77-41) 
ORDER APPROVING PROPOSED RULE CHANGE 


On January 3, 1978, the American Stock Exchange, 
Inc. filed with the Commission, pursuant to Section 
19(b) (1) of the Securities Exchange Act of 1934, 15 
U.S.C. 78(s) (b) (1) (the “Act”) and Rule 19b-4 there- 
under, copies of a proposed rule change which amend- 
ed Rule 470 to enable AMEX floor brokers to be covered 
by the Special Financial Responsibility Standard set 
forth in SEC Rule 15c3-1(b) (2). 


Notice of the proposed rule change together with the 
terms of substance of the proposed rule change was 
given by publication of a Commission Release (Se- 
curities Exchange Act Release No. 34-14537, March 7, 
1978) and by publication in the Federal Register (43 FR 
10657, March 14, 1978). All written statements with 
respect to the proposed rule change which were filed 
with the Commission and all written communications 
relating to the proposed rule change between the Com- 
mission and any person were considered and (with the 
exception of those statements or communications 
which may be withheld from the public in accordance 
with the provisions of 5 U.S.C. §552) were made avail- 
able to the public at the Commission‘s Public Refer- 
ence Room. 


The Commission finds that the proposed rule change is 
consistent with the requirements of the Act and the 
rules and regulations thereunder applicable to national 
securities exchanges and in particular, the require- 
ments of Section 6, as appropriate, and the rules and 
regulations thereunder. 


IT 1S THEREFORE ORDERED, pursuant to Section 
19(b) (2) of the Act, that the above-mentioned pro- 
posed rule change be, and it hereby is, approved. 
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For the Commission, by the Division of Market Regula- 
tion pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14683/April 19, 1978 


In the Matter of 


AMERICAN STOCK EXCHANGE, INC. 
86 Trinity Place 

New York, New York 10006 
(SR-AMEX-78-2) 


ORDER APPROVING PROPOSED RULE CHANGE 


On January 30, 1978, the American Stock Exchange, 
Inc. (“AMEX”) filed with the Commission, pursuant to 
Section 19(b) (1) of the Securities Exchange Act of 
1934, 15 U.S.C. 78(s) (b) (1) (the “Act”) and Rule 19b-4 
thereunder, copies of a proposed rule change which 
amends AMEX’s minimum margin requirements to 
conform them to recent changes in Regulation 
T, exempt loans extended by member firms to cus- 
tomers for purposes other than purchasing, carry- 
ing or trading securities and clarify that member firms 
must always obtain initial margin sufficient to satisfy 
Regulation T. 


Notice of the proposed rule change together with the 
terms of substance of the proposed rule change was 
given by publication of a Commission Release (Securi- 
ties Exchange Act Release No. 34-14536, March 7, 
1978) and by publication in the Federa/ Register (43 FR 
10656, March 14, 1978). All written statements with re- 
spect to the proposed rule change which were filed 
with the Commission and all written communications 
relating to the proposed rule change between the Com- 
mission and any person were considered and (with the 
exception of those statements or communications 
which may be withheld from the public in accordance 
wit the provisions of 5 U.S.C. §552) were made avail- 
able to the public at the Commission’s Public Refer- 
ence Room. 


The Commission finds that the proposed rule change is 
consistent with the requirements of the Act and the 
rules and regulations thereunder applicable to national 
securities exchanges and in particular, the require- 
ments of Section 6 and the rules and regulations there- 
under. 





IT IS THEREFORE ORDERED, pursuant to Section 
19(b) (2) of the Act, that the above-mentioned pro- 
posed rule change be, and it hereby is, approved. 


For the Commission, by the Division of Market Regula- 
tion pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14684/April 20, 1978 


The Securities and Exchange Commission announced 
pursuant to Section 12(k) of the Securities Exchange 
Act of 1934 (“Exchange Act”) the single ten day sus- 
pension of exchange and over-the-counter trading for 
the period commencing at 9:00 a.m. (EST) on April 20, 
1978 and terminating at midnight (EST) on April 29, 
1978 of the securities of Wits, Inc. (“Wits”), a 
Washington corporation with principal executive of- 
fices located at 333 Vine Street, Seattle, Washington 
98121. 


The suspension was ordered because of the lack of 
adequate and accurate information concerning the 
company’s operations and financial condition. 


The Commission cautions broker-dealers, share- 
holders and prospective purchasers that they should 
carefully consider the foregoing information along with 
all other currently available information and any infor- 
mation subsequently issued by the company. 


Furthermore, brokers and dealers should be alert to the 
fact that, pursuant to Rule 15c2-11 under the Exchange 
Act, at the termination of the trading suspension no 
quotation may be entered unless and until they have 
strictly complied with all of the provisions of said rule. 
If any broker or dealer has any questions as to whether 
or not he has complied with said rule, he should not 
enter any quotation but immediately contact the staff 
of the Division of Enforcement in Washington, D.C. If 
any broker or dealer is uncertain as to what is required 
by Rule 15c2-11, he should refrain from entering quota- 
tions relating to the securities in question until such 
time as he has familiarized himself with said rule and is 
certain that all of its provisions have been met. If any 
broker or dealer enters any quotation which is in viola- 
tion of said rule, the Commission will consider the 
need for prompt enforcement action. 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 14685/April 20, 1978 


The Securities and Exchange Commission has ordered 
public administrative proceedings under Section 15(b) 
of the Securities Exchange Act of 1934 (“Exchange 
Act”) involving Donald & Co. Securities, Inc. (“Regis- 
trant”), a registered New York City broker-dealer, and 
Barrett Kobrin (“Kobrin”), an employee of Registrant. 
These proveedings are based upon allegations by the 
Commission’s staff that: (1) Registrant willfully vio- 
lated Section 15(b) of the Exchange Act and Rules 
15b10-4 (SECO supervision rule) and 15b10-6 (cus- 
tomer account card rule) thereunder; and (2) Kobrin 
was convicted within the past ten years in a United 
States District Court of violating Section 10(b) of the 
Exchange Act and Rule 10b-5 thereunder. 


A hearing will be scheduled to take evidence on the 
Staff's allegations and to afford the Respondents an 
opportunity to offer defenses thereto. The purpose of 
the hearing is to determine whether the allegations, are 
true and if any action of a remedial nature should be 
ordered by the Commission. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14686/April 20, 1978 


Administrative Proceeding File No. 3-5397 
in the Matter of 


LOUISIANA AND SOUTHERN LIFE INSURANCE 
COMPANY 


ORDER GRANTING APPLICATION PURSUANT TO 
SECTION 12(h) OF THE 1934 ACT 


The Securities and Exchange Commission has issued 
an order granting the application of Louisiana and 
Southern Life Insurance Company (“Applicant”), a 
wholly owned subsidiary of Charter Insurance Group, 
Inc., pursuant to Section 12(h) of the Securities Ex- 
change Act of 1934 for an exemption from the reporting 
requirements of Section 15(d) of that Act. 


It appeared to the Commission that the grant of the re- 
quested exemption would not be inconsistent with the 
public interest in view of the fact that none of the Ap- 
plicant’s securities are held publicly. 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 14687/April 20, 1978 


NOTICE OF FILING OF PROPOSED RULE CHANGE 
BY CHICAGO BOARD OPTIONS EXCHANGE, INCOR- 
PORATED 


File No. SR-CBOE-78-10 


The Chicago Board Options Exchange, Incorporated 
(“CBOE”) submitted on April 4, 1978, a proposed rule 
change under Rule 19b-4 to establish a schedule of 
charges to be imposed on CBOE members for contract 
executions by Board Brokers. 


Publication of the submission is expected to be made 
in the Federal Register during the week of April 24. In 
order to assist the Commission to determine whether 
to approve the proposed rule change or institute pro- 
ceedings to determine whether the proposed rule 
change should be disapproved, interested persons are 
invited to submit written data, views and arguments 
concerning the submission within 21 days from the 
date of publication in the Federal Register. Persons de- 
siring to make written comments should file six copies 
thereof with the Secretary of the Commission, Secu- 
rities and Exchange Commission, 500 North Capitol 
Street, Washington, D.C. 20549. Reference should be 
made to File No. SR-CBOE-78-10. 


Copies of the submission, all subsequent amend- 
ments, all written statements with respect to the pro- 
posed rule change which are filed with the Commis- 
sion, and of all written communications relating to the 
proposed rule change between the Commission and 
any person, other than those which may be withheld 
from the public in accordance with the provisions of 5 
U.S.C. §552, will be available for inspection and copy- 
ing at the Commission’s Public Reference Room, 1100 
L Street, N.W., Washington, D.C. 


Copies of filing and of any subsequent amendments 
will also be available at the principal office of the 
above-mentioned self-regulatory organization. 


For the Commission, by the Division of Market Regula- 
tion pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 14688/April 20, 1978 


NOTICE OF FILING OF PROPOSED RULE CHANGE 
BY CHICAGO BOARD OPTIONS EXCHANGE, INCOR- 
PORATED 


File No. SR-CBOE-78-9 


The Chicago Board Options Exchange, Incorporated 
(“CBOE”) submitted on April 4, 1978 a proposed rule 
change under Rule 19b-4 to adopt procedures which 
implement CBOE rules 2.9, 7.2, 7.3, 7.10 and 7.11. 
Such procedures will be utilized for the granting of 
Board Broker appointments on the basis of competi- 
tive bidding, for the compensating of Board Brokers 
and for evaluating Board Broker performance. 


Publication of the submission is expected to be made in 
the Federal Register during the week of April 24, 1978. 
In order to assist the Commission to determine 
whether to approve the proposed rule change or insti- 
tute proceedings to determine whether the proposed 
rule change should be disapproved, interested persons 
are invited to submit written data, views and arguments 
concerning the submission within 21 days from the 
date of publication in the Federal Register. Persons de- 
siring to make written comments should file six copies 
thereof with the Secretary of the Commission, Secu- 
rities and Exchange Commission, 500 North Capitol 
Street, Washington, D.C. 20549. Reference should be 
made to File No. SR-CBOE-78-9. 


Copies of the submission, all subsequent amend- 
ments, all written statements with respect to the pro- 
posed rule change which are filed with the Commis- 
sion, and of all written communications relating to the 
proposed rule change between the Commission and 
any person, other than those which may be withheld 
from the public in accordance with the provisions of 5 
U.S.C. §552, will be available for inspection and copy- 
ing at the Commission’s Public Reference Room, 1100 
L Street, N.W., Washington, D.C. Copies of the filing 
and of any subsequent amendments will also be 
available at the principal office of the above-regulatory 
organization. 


For the Commission, by the Division of Market Regula- 
tion pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 








SECURITIES EXCHANGE ACT OF 1934 
Release No. 14689/April 20, 1978 


NOTICE OF PROPOSED RULE CHANGE BY THE NEW 
YORK STOCK EXCHANGE, INC. 


File No. SR-NYSE-78-20 


The New York Stock Exchange, Inc. (the “NYSE”), sub- 
mitted, on March 23, 1978, a proposed rule change 
under Rule 19b-4 to amend NYSE Rule 345.15 relating 
to qualification requirements for registered representa- 
tives so as to permit candidates who intend to engage 
solely in specialized securities activities to qualify with 
the NYSE by meeting the training and examination re- 
quirements of other self-regulatory organizations in 
these areas, which requirements are acceptable to the 
NYSE, among other things. 


Publication of the submission is expected to be made 
in the Federal Register during the week of April 24, 
1978. In order to assist the Commission in determining 
whether to approve the proposed rule change or insti- 
tute proceedings to determine whether the proposed 
rule change should be disapproved, interested persons 
are invited to submit written data, views and arguments 
concerning the proposal within 21 days of the date of 
publication in the Federal Register. Persons desiring to 
make written submissions should file six copies 
thereof with the Secretary of the Commission, Secu- 
rities and Exchange Commission, 500 North Capitol 
Street, Washington, D.C. 20549. Reference should be 
made to File No. SR-NYSE-78-20. 


Copies of the submission and of all written comments 
will be available for inspection at the Securities and Ex- 
change Commission’s Public Reference Room, 1100 
“L” Street, N.W., Washington, D.C. Copies of the filing 
will also be available at the principal office of the 
NASD. 


For the Commission, by the Division of Market Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14690/April 20, 1978 


NOTICE OF FILING OF PROPOSED RULE CHANGE 
BY THE MIDWEST STOCK EXCHANGE 


File No. SR-MSE-78-9 


The Midwest Stock Exchange Inc. submitted on March 
15, 1978, a proposed rule change under Rule 19b-4 to 
reduce the minimum capital requirements of special- 
ists and clarify the net capital requirements of market 
makers. 


Publication of the submission is expected to be made 
in the Federal Register during the week of April 24, 
1978. In order to assist the Commission to determine 
whether to approve the proposed rule change or insti- 
tute proceedings to determine whether the proposed 
rule change should be disapproved, interested persons 
are invited to submit written data, views and arguments 
concerning the submission within 30 days from the 
date of publication in the Federal Register. Persons de- 
siring to make written comments should file six copies 
thereof with the Secretary of the Commission, 
Securities and Exchange Commission, 500 North Capi- 
tol Street, Washington, D.C. 20549. Reference should 
be made to File No. SR-MSE-78-9. 


Copies of the submission, all subsequent amend- 
ments, all written statements with respect to the pro- 
posed rule change which are filed with the Commis- 
sion, and of all written communications relating to the 
proposed rule change between the Commission and 
any person, other than those which may be withheld 
from the public in accordance with the provisions of 5 
U.S.C. §552, will be available for inspection and copy- 
ing at the Commission’s Public Reference Room, 1100 
L Street, N.W., Washington, D.C. Copies of the filing 
and of any subsequent amendments will also be avail- 
able at the principal office of the above-mentioned self- 
regulatory organization. 


For the Commission, by the Division of Market Regula- 
tion pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14691/April 20, 1978 


NOTICE OF FILING OF PROPOSED RULE CHANGE 
BY AMERICAN STOCK EXCHANGE, INC. 


File No. SR-AMEX-78-10 
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The American Stock Exchange, Inc. (“Amex”) sub- 
mitted on April 17, 1978, a proposed rule change under 
Rule 19b-4 which would add new Rule 114 and amend 
existing Rule 110 in response to the complete effective- 
ness of Section 11(a)(1) under the Securities Exchange 
Act of 1934 (the “Act”) on May 1, 1978.* Rule 114 
would allow any Amex registered trader who qualifies, 
to act as a registered trader who qualifies, to act as a 
registered equity market maker (“REMM”) in a limited 
number of assigned securities upon the assumption of 
certain market-making obligations. The proposed 
amendment to Rule 110 establishes an initial, mini- 
mum capital requirement of $25,000 for a registered 
trader who becomes a REMM and stipulates the non- 
application of Rule 15c3-1 [17 CFR 240.15c3-1] under 
the Act as to any such member. 


Publication of the submission is expected to be made 
in the Federal Register during the week of April 24, 
1978. In order to assist the Commission to determine 
whether to approve the proposed rule change or insti- 
tute proceedings to determine whether the proposed 
rule change should be disapproved, interested persons 





“In submitting the instant rule filing, Amex requests 
that the Commission order approval thereof prior to 
May 1, 1978, the effective date of Section 11(a)(1) of 
the Act with respect to transactions on a national secu- 
rities exchange effected by any member of such an 
exchange who was a member on May 1, 1975. To ac- 
complish this, Amex suggests that the Commission 
accelerate approval of SR-Amex-78-10 upon a finding 
of good cause (and publication of the reason(s) for so 
finding) pursuant to Section19(b)(2) of the Act. 
Alternatively, Amex requests summary effectiveness of 
SR-Amex-78-10 in accordance with Section 19(b)(3)(B) 
of the Act. That provision permits the Commission to 
order effectiveness of an exchange rule proposal 
summarily (subject to summary abrogation of the 
proposed rule change within sixty days of the date of 
filing) if it appears to the Commission that such action 
is necessary for the protection of investors, the 
maintenance of fair and orderly markets, or the 
safeguarding of securities or funds. Thereafter, the rule 
summarily put into effect is to be refiled and 
reconsidered by the Commission pursuant to Section 
19(b)(1) and (2). 


Although the Commission has determined at this point 
to publish notice of SR-Amex-78-10 pursuant to Sec- 
tion 19(b)(1) of the Act, that action does not preclude 
the Commission’s invoking at a later date either statu- 
tory alternative posed by the Amex to approve, or put 
summarily into effect, SR-Amex-78-10 on or before 
May 1, 1978. 
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are invited to submit written data, views and arguments 
concerning the submission within 21 days from the 
date of publication in the Federa/ Register. Persons de- 
siring to make written comments should file six copies 
thereof with the Secretary of the Commission, 
Securities and Exchange Commission, 500 North Capi- 
tol Street, Washington, D.C. 20549. Reference should 
be made to File No. SR-Amex-78-10. 


Copies of the submission, all subsequent amend- 
ments, all written statements with respect to the pro- 
posed rule change which are filed with the Commis- 
sion, and of all written communications relating to the 
proposed rule change between the held from the public 
in accordance with the provisions of 5 U.S.C.§552, will 
be available for inspection and copying at the Commis- 
sion’s Public Reference Room, 1100 L Street, N.W., 
Washington, D.C. Copies of the filing and of any sub- 
sequent amendments will also be available at the prin- 
cipal office of the above-mentioned self-regulatory 
organization. 


For the Commission, by the Division of Market Regula- 
tion pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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ACT OF 1935 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20502/April 14, 1978 


In the Matter of 


CONSOLIDATED NATURAL GAS COMPANY 
New York, New York 


(70-5799) 


ORDER AUTHORIZING THE ISSUANCE OF COMMON 
STOCK 


Consolidated Natural Gas Company (‘‘Consolidated”), 
a registered holding company, has filed with this 
Commission a third post-effective amendment to the 
declaration in this proceeding pursuant to Sections 
6(a), 7 and 12(c) of the Public Utility Holding Company 





Act of 1935 (“Act”) regarding the following proposed 
transactions. 


By Supplemental Order dated July 19, 1976 (HCAR No. 
19616), the Commission authorized Consolidated to 
sell up to 750,000 shares of Common Stock, $8 par 
value, to its Dividend Reinvestment Plan (“DRP”) and to 
the trustees of the Employee Stock Ownership Plan 
(“ESOP”). Of said 750,000 shares of common stock, an 
aggregate of 680,000 shares was authorized to be 
issued to Manufacturers Hanover Trust Company, 
Agent for stockholders participating in the DRP, or its 
nominee, until December 31, 1978, and an aggregate of 
70,000 shares was authorized to be issued to the ESOP 
trustees until December 31, 1977. 


It is stated that as of December 31, 1977, 180,381 
shares had been issued to the Agent for the DRP, and it 
is estimated that an additional 160,000 shares will be 
issued by yearend 1978, bringing the total issued at 
that point to approximately 340,000. As of December 
31, 1977, when the Commission’s authorization 
expired, a total of 44,691 shares had been issued to the 
ESOP trustees. 


Consolidated now seeks to extend to December 31, 
1979, the authorization to issue up to 750,000 shares of 
its Common Stock, $8 par value, to the DRP agents and 
ESOP trustees. Consolidated proposes to issue to 
either the DRP or ESOP an unrestricted number of 
shares not exceeding the unissued balance of the 
750,000 shares previously authorized and seeks to 
amend the declaration, as amended, to eliminate the 
allocation of 680,000 shares to the DRP and 70,000 
shares to the ESOP. 


Consolidated states that the Tax Reform Act of 1976 
extended the additional 1% investment tax credit to 
qualified property additions made after 1976 through 
1980 and that this Act also permits Consolidated to 
take an additional investment tax credit of 0.5% of 
qualified property additions each year to the extent that 
matching employee contributions are made to the 
ESOP. It is further stated that the Board of Directors of 
Consolidated has elected to continue the ESOP 
through 1980 and also to implement the additional 
‘0.5% investment tax credit allowed by the Act. Thus, 
employees of Consolidated and its subsidiaries will be 
afforded an opportunity to contribute and acquire more 
shares through the ESOP. However, because of 
limitations in Consolidated’s Certificate of Incorpora- 
tion, purchases of shares made with the employees’ 
matching funds will be on the open market. It is 
currently estimated that the 1-’2% of investment 
tax credit for 1977 will be $2,300,000. At $40 per share, 
this figure equals 57,500 shares. On the basis of this 
estimate, approximately 102,000 shares will have been 
issued by Consolidated to the trustees of the ESOP 
from its inception through 1978. 


Based upon the above, Consolidated estimates that a 
total of approximately 442,000 of the 750,000 shares 
authorized will have been issued by yearend 1978. The 
remaining 308,000 shares available for both Plans, are 
expected to be sufficient through 1979. 


Due notice of the filing of said post-effective 
amendment to the declaration has been given in the 
manner prescribed in Rule 23 promulgated under the 
Act (HCAR No. 20470), and no hearing has been 
requested of or ordered by the Commission. Upon the 
basis of the facts in the record, it is hereby found that 
the applicable standards of the Act and the rules 
thereunder are satisfied and that no adverse findings 
are necessary; and that it is appropriate in the public 
interest and in the interest of investors and consumers 
that said declaration, as amended by said 
post-effective amendment, be permitted to become 
effective: 


IT iS ORDERED, pursuant to the applicable provisions 
of the Act and rules thereunder, that said declaration, 
as amended by said post-effective amendment, be, and 
it hereby is, permitted to become effective forthwith, 
subject to the terms and conditions prescribed in Rule 
24 promulgated under the Act. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20503/April 14, 1978 


In the Matter of 


GEORGIA POWER COMPANY 


PIEDMONT-FORREST CORPORATION 
Atlanta, Georgia 


(70-6135) 
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ORDER AUTHORIZING TRANSACTIONS RELATED TO 
NEWLY-ORGANIZED PROPERTY COMPANY 


Georgia Power Company (“Georgia”), a wholly-owned 
electric utility subsidiary of The Southern Company, a 
registered holding company, and Piedmont-Forrest 
Corporation (“Property Company”), a new Georgia 
business corporation formed at the direction of 
Georgia, have filed an application-declaration and an 
amendment thereto with this Commission pursuant to 
Sections 6(a), 7, 9(a), 10, and 12(b) of the Public Utility 
Holding Company Act of 1935 (“Act”) and Rule 45 
promulgated thereunder regarding the following 
proposed transactions. 


Georgia proposes to acquire on or about April 21, 1978, 
the 10 shares of presently outstanding common stock 
of Property Company for $500.00 and to purchase from 
Property Company from time to time thereafter an 
additional 99,990 shares of common stock for 
$499,500. Georgia will utilize Property Company as a 
wholly-owned subsidiary to engage and act for Georgia 
in the acquisition, ownership, maintenance, and 
disposition of property in connection with and 
incidental to the utility operations of Georgia. These 
transactions would principally be of a nature where 
eliminating the complexities created by the lien of the 
mortgage indenture securing Georgia’s first mortgage 
bonds (“Indenture”) attaching to the property involved 
would be advantageous to Georgia and facilitate their 
implementation. 


It is stated that once Property Company becomes a 
subsidiary of Georgia and until no later than December 
31, 1978, Georgia proposes to advance up to $62.5 
million to Property Company as and if necessary to 
permit Property Company to acquire the land for and 
cause to be constructed Phase | of a new office 
building complex for Georgia to be located in 
downtown Atlanta, Georgia. Georgia asserts that its 
main office building, located at 270 Peachtree Street in 
Atlanta, Georgia, contains insufficient space and 
facilities to meet Georgia’s needs for its administrative 
headquarters. During the last several years, Georgia 
has had to scatter its general administrative staff into 
five different buildings in the downtown Atlanta area. 
In order to ameliorate this situation and to provide an 
administrative office facility which will meet Georgia’s 
needs into the future, Georgia contemplates the 
construction of an office building complex in 
downtown Atlanta on one of several sites now under 
consideration. Phase | of the office-building complex 
is a 24-story office building containing approximately 
750,000 square feet which has been designed for 
Georgia by a nonaffiliated Atlanta architectural firm. 
The building and its accompanying deck (the “new 
office building”) have been designed as models of 
energy conservation and will make major use of solar 
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energy. The entire new office building will be dedicated 
to use by Georgia, although Georgia may permit retail 
lessees to lease portions of the ground floor which are 
not otherwise being utilized by Georgia. 


In order to avoid the inconvenience and expense of 
obtaining releases from the Indenture to transfer the 
property in a sale and lease back transaction and to 
otherwise facilitate the land acquisition program, 
Georgia proposes to use Property Company to acquire 
real property at the site for the new office building, to 
commence construction thereon, and to take whatever 
other steps as are necessary to work toward its 
successful and timely completion. At any time during 
the land acquisition or construction phase, Georgia 
may determine to transfer the new office building to a 
developer or other outside owner as part of a financing 
plan; but Georgia’s long-term financing plans with 
respect to the new building remain open at this time, 
and Georgia wishes to maintain maximum flexibility. 


Initially, Georgia will fund the land acquisition and 
construction of the new office building through 
periodic advances to Property Company. These 
advances will be made on an unsecured basis, will bear 
interest at a rate equal to Georgia’s incremental cost of 
capital so employed, will be payable on demand, and 


may be evidenced from time to time by promissory 
notes. Based on present budget projections and 
subject to escalation due to cost increases, Georgia 
projects that, if the new office building is completed in 
mid-1981 as is projected, the cost of constructing and 
furnishing the new office building, exclusive of land 
acquisition costs, will not exceed approximately 
$44,000,000, while land acquisition costs, dependent 
upon the site finally selected, will not exceed $18.5 
million. Thus, based on these projections and 
assuming that Georgia funded through advances to the 
Property Company the entire cost for completing the 
new office building (which would not be the case if an 
outside developer were to take over the project prior to 
completion), Georgia’s unpaid advances to the 
Property Company could aggregate $62.5 million in 
principal amount through calendar year 1981. These 
advances will be repaid from the proceeds of the 
permanent financing when completed. 


Upon acquiring the common stock of Property 
Company, Georgia intends promptly to sell to Property 
Company at cost (presently estimated at $2.2 million) 
all architectural drawings, designs, plans, and 
contracts, if any, presently held by Georgia relative to 
the new office building, and Property Company will 
proceed to acquire the desired real estate and to enter 
into contracts for the construction and furnishing of 
the new office building. 





In connection with the downtown office-building 
project and other projects, Property Company will 
utilize management, accounting and other personnel 
services provided by Georgia and will compensate 
Georgia for the cost of providing such services. 
Property Company will occupy no separate office 
space or utilize any separate equipment or facilities, 
but again will reimburse Georgia for Georgia’s 
overhead expenses allocatable to Property Company 
projects. All transactions and the provision of all 
services, goods, property, and funding between 
Georgia and Property Company shall be at cost in 
compliance with Rules 90 and 91 promulgated under 
the Act. In allocating expenses to the Property 
Company, Georgia will follow the same accounting 
practices as it utilizes for allocating costs to work 
performed on its own projects. 


The fees and expenses to be incurred in connection 
with the proposed transactions are estimated at 
$17,500, including legal fees of $14,000. No state or 
federal commission, other than this Commission, has 
jurisdiction over the proposed transactions. 


Due notice of the filing of said application-declaration 
has been given in the manner prescribed in Rule 23 
promulgated under the Act (HCAR No. 20455), and no 
hearing has been requested of or ordered by the 
Commission. Upon the basis of the facts in the record, 
it is hereby found that the applicable standards of the 
Act and the rules thereunder are satisfied and that no 
adverse findings are necessary; and that it is 
appropriate in the public interest and in the interest of 
investors and consumers that said application-declara- 
tion, as amended, be granted and permitted to become 
effective: 


IT IS ORDERED, pursuant to the applicable provisions 


of the Act and rules thereunder, that said 
application-declaration, as amended, be, and it hereby 
is, granted and permitted to become effective 
forthwith, subject to the terms and conditions 
prescribed in Rule 24 promulgated under the Act. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 10504/April 17, 1978 


In the Matter of 


METROPOLITAN EDISON COMPANY 
2800 Pottsville Pike, Mulhenberg Township 
Berks County, Pennsylvania 19605 


(70-5982) 


NOTICE OF FILING REGARDING ISSUE AND SALE OF 
SHORT-TERM NOTES TO BANKS 


NOTICE IS HEREBY GIVEN that Metropolitan Edison 
Company (“Met-Ed”), an electric utility subsidiary 
company of General Public Utilities Corporation, a 
registered holding company, has filed with this 
Commission a post-effective amendment to its 
application previously filed in this proceeding pursuant 
to the Public Utility Holding Company Act of 1935 
(“Act”), designating Section 6(b) of the Act as 
applicable to the following proposed transaction. All 
interested persons are referred to the application, as 
now amended, which is summarized below, for a 
complete statement of the proposed transaction. 


By order dated December 30, 1977 (HCAR No. 20358), 
the Commission authorized Met-Ed, for the period 
ending December 31, 1978, to issue or renew notes of a 
maturity of nine months or less, evidencing short-term 
bank borrowings provided that the aggregate principal 
amount of such notes to be outstanding at any one 
time shall not exceed the lesser of (a) $66,000,000, or 
(b) the amount permitted by Met-Ed’s Articles of 
Incorporation provided, that said aggregate principal 
amount shall be reduced upon the consummation of 
the transfers of ownership interests in certain nuclear 
generating stations as described in the separate 
application docketed in File No. 70-5951. In no event 
shall any such reduction result in a lesser amount 
which Met-Ed would otherwise be permitted to have 
outstanding without order of the Commission. Upon 
consummation of the above-mentioned transfers, 
authority herein granted would be relinquished. 


Met-Ed now requests that the aggregate principal 
amount of the aforesaid notes to be outstanding at any 
one time be increased to $85,000,000. In all other 
respects, the transactions as heretofore authorized by 
the Commission would remain unchanged. 


The new notes will bear interest at the prime rate, 
which may be the floating rate of the lending bank, for 
commercial borrowing at the date of issue of such 
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note, will mature not more than nine months from the 
date of issue, will be prepayable at any time without 
premium, and will not be isued as a part of a public 
offering. Although no commitments or agreements for 
such borrowings have been made, Met-Ed expects 
that, as and to the extent that its cash needs require, 
borrowings will be effected from time to time from 
among 31 designated banks. 


It is stated that the banks generally require 
compensating balances ranging from a minimum of 
10% of the line of credit to a maximum of 10% of the 
line plus 10% of the loan outstanding. Assuming a 8% 
prime rate and a 20% compensating balance, the 
effective interest rate to be paid by Met-Ed would be 
10%. 


Met-Ed proposes to use the proceeds of the short-term 
loans to provide funds for its short-term working 
capital requirements, including repayment of other 
short-term borrowings, and to provide a temporary 
source of funds for construction expenditures. Met-Ed 
states that it now has short-term notes outstanding in 
an aggregate principal amount of $42,800,000. The cost 
of Met-Ed’s 1978 construction program is approxi- 
mately $64,577,000. 


Any fees or expenses to be incurred in connection with 
the proposed transaction will be supplied by 
amendment. It is stated that no state commission and 
no federal commission, other than this Commission, 
has jurisdiction over the proposed transaction. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than May 12, 1978, request in 
writing that a hearing be held on such matter, stating 
the nature of his interest, the reasons for such request, 


and the issues of fact or law raised by said 
post-effective amendment to the application which he 
desires to controvert; or he may request that he be 
notified if the Commission should order a hearing 
thereon. Any such request should be addressed: 
Secretary, Securities and Exchange Commission, 
Washington, D.C. 20549. A copy of such request 
should be served personally or by mail upon the 
applicant at the above-stated address, and proof of 
service (by affidavit or, in case of an attorney at law, by 
certificate) should be filed with the request. At any 
time after said date, the application, as amended by 
said post-effective amendment or as it may be further 
amended, may be granted as provided in Rule 23 of the 
General Rules and Regulations promulgated under the 
Act, or the Commission may grant exemption from 
such rules as provided in Rules 20(a) and 100 thereof or 
take such other action as it may deem appropriate. 
Persons who request a hearing or advice as to whether 
a hearing is ordered will receive any notices and orders 
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issued in this matter, including the date of the hearing 
(if ordered) and any postponements thereof. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20505/April 17, 1978 


In the Matter of 


PUBLIC SERVICE COMPANY OF OKLAHOMA 
Tulsa, Oklahoma 


ASH CREEK MINING COMPANY 
Tulsa, Oklahoma 


(70-5868) 


SUPPLEMENTAL ORDER EXTENDING EXISTING 
AUTHORIZATION TO ENGAGE IN COAL EXPLORA- 
TION AND DEVELOPMENT PROGRAMS 


Public Service Company of Oklahoma (“PSO”), an 
electric utility subsidiary of Central and South West 
Corporation (“CSW”), a registered holding company 
and Ash Creek Mining Company (“Ash Creek”), a 
subsidiary mining company of PSO, have filed a 
post-effective amendment to their application-declara- 
tion, as amended, previously filed with this 
Commission pursuant to Sections 6, 7, 9(a), 10 and 12 
of the Public Utility Holding Company Act of 1935 
(“Act”) and Rules 43 and 45 promulgated thereunder 
regarding the following proposal. 


By order dated November 30, 1976 (HCAR No. 19777) 
PSO was authorized to organize and acquire all of the 
authorized common stock of a new coal mining 
subsidiary corporation, Ash Creek. PSO was also 
authorized to transfer to Ash Creek all of its existing 
coal interests in exchange for Ash Creek’s common 
stock in an aggregate par value equal to PSO’s capital 
costs relating to the coal interests. Pursuant to this 





authorization, PSO transferred to Ash Creek properties 
having a cost basis of $3,839,040 in return for 383,904 
shares of common stock, par value $10 per share, of 
Ash Creek. Additional properties have not yet been 
transferred and remain in PSO ownership. PSO also 
was authorized to make through December 31, 1977, 
short-term loans to Ash Creek, via either open account 
advances or evidenced by notes, in an aggregate 
amount not to exceed $12,500,000 at any time 
outstanding, to finance Ash Creek’s fuel programs. 
That authorization has subsequently been extended 
pursuant to Supplemental Commission Orders (HCAR 
Nos. 20329, 20414 and 20476). 


PSO and Ash Creek now request that the authorization 
be further extended for a 45 day period ending May 31, 
1978. During this period, no transfers to Ash Creek of 
the coal interests remaining in PSO will be made. 


Ash Creek will report to the Commission, to the extent 
required by Rule 24 promulgated under the Act, on 
interests acquired and disposed of, operations 
undertaken and expenditures made pursuant to the 
extended authorization herein requested. 


No state commission and no federal commission, 
other than this Commission, has jurisdiction over the 
proposed transaction. Fees and expenses to be 
incurred in connection with the proposed transaction 
are estimated at $50. 


Upon the basis of the facts in the record, it is hereby 
found that the applicable standards of the Act and the 
rules thereunder are satisfied and that no adverse 
findings are necessary; and that it is appropriate in the 
public interest and in the interest of investors and 
consumers that the application-declaration, as further 
amended by said post-effective amendment, be 
granted and permitted to become effective: 


IT IS ORDERED, pursuant to the applicable provisions 
of the Act and rules thereunder that the authorization 
previously granted and permitted Ash Creek to make 
short-term borrowings from PSO to the extent of an 
aggregate amount not to exceed $12,500,000 and to 
expend such funds in fuel exploration and development 
programs be extended, effective forthwith, until May 
31, 1978, subject to the proviso that any interest 
thereby acquired or developed be for the sole purpose 
of providing for the fuel needs of Northeastern plants 
#’s 3 and 4 and subject further to the proviso that no 
transfers to Ash Creek of the coal intersts remaining in 
PSO be made during this extension period. 


IT IS FURTHER ORDERED that jurisdiction be, and it 
hereby is, reserved with respect to the price of coal 
sold by Ash Creek to PSO and to all other aspects of 
the application-declaration, as now amended, not 
specifically ordered herein. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20506/April 19, 1978 


In the Matter of 


AMERICAN ELECTRIC POWER COMPANY, INC. 
New York, New York 


(80-5943) 


ORDER AUTHORIZING ISSUANCE AND SALE OF 
STOCK PURSUANT TO DIVIDEND REINVESTMENT 
AND STOCK PURCHASE PLAN 


American Electric Power Company, Inc. (“AEP”), a 
registered holding company, has filed with this 
Commission post-effective amendments to its 
declaration previously filed and amended in this matter 
pursuant to Sections 6(a) and 7 of the Public Utility 
Holding Company Act of 1935 (“Act”) and Rule 50 
promulgated thereunder regarding the following 
proposed transaction. 


By order dated February 8, 1977 (HCAR No. 19879), 
issued in this proceeding, this Commission authorized 
AEP to issue and sell through April 30, 1978, up to 
2,000,000 shares of its authorized but unissued 
common stock pursuant to its Dividend Reinvestment 
and Stock Purchase Plan (“Plan”) as then in effect. By 
orders dated April 19, 1977, and July 14, 1977 (HCAR 
Nos. 19992 and 20111), this Commission authorized 
certain amendments to the Plan. As of March 10, 1978, 
AEP states that 1,326,804 shares had been issued and 
sold pursuant to the Plan, leaving a balance of 673,196 
shares available for issuance and sale through April 30, 
1978. 


By post-effective amendment filed in this proceeding 
AEP requests authority to issue and sell pursuant to 
the Plan 1,000,000 shares of its authorized but 
unissued common stock, in addition to the 673,196 
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previously authorized but not heretofore issued and 
sold, and requests that the period within which such 
1,673,196 shares may be issued and sold be extended 
until April 30, 1979. It is stated that the proceeds from 
sale of common stock pursuant to the Plan, together 
with other funds available to AEP, will be used to pay 
AEP’s short-term debt as it matures and to make 
additional investments in or capital contributions to 
AEP’s subsidiaries. 


The Plan basically provides that a partcipant may (1) 
purchase shares of common stock from AEP quarterly 
by automatically reinvesting cash dividends on all or 
less than all (a specified number) of shares of common 
stock registered in his name, or (2) purchase shares of 
common stock from AEP as often as once a month by 
making optional cash payments up to a maximum of 
$3,000 per calendar quarter, or (3) do both. The price of 
shares purchases with reinvested cash dividends is 
95% of the average of the daily high and low sales 
prices of AEP’s common stock for the five trading days 
ending on the day of purchase. All full-time employees 
of AEP system companies may enroll in the Plan to 
purchase shares of common stock with optional cash 
payments even though they are not registered holders 
of any shares of AEP common stock, and, if they wish, 
may arrange to make optional cash payments through 
regular payroll deductions. The minimum monthly 
deduction is $5 and the maximum is 10% of regular 
salary or wages or $1,000, whichever is less. No 
brokerage commissions or service charges are paid by 
participants in connection with purchases in the Plan. 
All costs of administration of the Plan are paid ty AEP. 
A participant may change his option under the Plan at 
any time. A participant may withdraw from the Plan at 
any time by giving written notice to the Agent. Unless 
the Agent is otherwise directed by the participant, 
upon withdrawal the participant receives a certificate 
for all whole shares credited to his account and a cash 
payment for the value of any fractional share. 


It is stated that for the period from the inception of the 
Plan in February 1977 through November 30, 1977, the 
latest date for which such information is available, the 
fees and expenses for administering the Plan totaled 
$215,437.87. During this period 757,847 shares of 
common stock were issued and sold under the Plan for 
an aggregate price of $17,666,785. The cost of issuance 
under the Plan has thus been 1.2%, as compared to 
1.1% for AEP’s June 1977 rights offering. 


The fees and expenses to be incurred in connection with 
the proposed transaction (exclusive of the fees of the 
administrator of the Plan, estimated at $175,000 
annually) are estimated at $193,625, including legal 
fees of $25,000, printing expenses of $70,000, 
accountant’s fees of $17,000 and postage and mailing 
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expenses of $50,000. No state commission and no 
federal commission, other than this Commission, has 
jurisdiction over the proposed transaction. 


Due notice of the filing of said post-effective 
amendments to the declaration has been given in the 
manner prescribed in Rule 23 promulgated under the 
Act (HCAR No. 20439), and no hearing has been 
requested of or ordered by the Commission. Upon the 
basis of the facts in the record, it is hereby found that 
the applicable standards of the Act and the rules 
thereunder are satisfied and that no adverse findings 
are necessary; and that it is appropriate in the public 
interest and in the interest of investors and consumers 
that said declaration, as amended, be permitted to 
become effective: 


IT IS ORDERED, pursuant to the applicable provisions 
of the Act and rules thereunder, that said declaration, 
as amended by said post-effective amendments, be, 
and it hereby is, permitted to become effective 
forthwith, subject to the terms and conditions 
prescribed in Rule 24 promulgated under the Act. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20507/April 19, 1978 


In the Matter of 


PENNSYLVANIA ELECTRIC COMPANY 
Johnstown, Pennsylvania (70-4549) 


ORDER AUTHORIZING EXTENSION OF TIME FOR 
MAKING LOANS TO UNAFFILIATED COAL COMPANY 


Pennsylvania Electric Company (‘Penelec”), an electric 
utility subsidairy company of General Public Utilities 
Corporation, a registered holding company, has filed a 
sixteenth post-effective amendment to its application 
previously filed and amended in this matter pursuant to 





Sections 9(a) and 10 of the Public Utility Holding 


Company Act of 1935 (“Act”) regarding the following 
proposed transaction. 


By orders dated November 17, 1967, July 1, 1970, 
November 25, 1970, March 24, 1971, December 15, 
1971, May 26, 1972, October 26, 1972, December 3, 
1973, December 11, 1974, June 18, 1975, January 16, 
1976, February 16, 1977, and January 6, 1978 (HCAR 
Nos. 15899, 16773, 16909, 17064, 17396, 17581, 17738, 
18207, 18706, 19052, 19348, 19889 and 20368), this 
Commission authorized among other things, Penelec 
to make loans to the Helvetia Coal Company 
(“Helvetia”), a non-affiliated mining company, by 
acquiring promissory notes to be issued by Helvetia in 
an amount not in excess of $12,225,000 through 
December 31, 1977, such notes to mature December 
31, 1978. Helvetia is engaged in developing coal mines 
for the Homer City Generating Station, in which 
Penelec has a 50% interest. the other 50% interest in 
the Homer Station is held by New York State Electric & 
Gas Corporation (“NYSEG”), a utility not affiliated with 
Penelec, which supplies 50% of the financing for 
Helvetia. 


By its sixteenth post-effective amendment filed in this 
proceeding Penelec states that as of the date hereof it 
and NYSEG have each loaned Helvetia $11,000,000, or 
an aggregate of $22,000,000. It is stated that Helvetia 
has not required capital in accordance with previous 
estimates (total loans of $24,500,000, one-half of 
which is to be supplied by Penelec) because of the coal 
strike and the reduction in capital payments by reason 
of the strike. Helvetia now expects to borrow the 
remaining $2,500,000 from time to time during the 
period ending June 30, 1978, subject to such 
adjustments as may be required by the coal strike. 
Accordingly, Penelec now seeks permission to extend 
to December 30, 1978, the time within which it may 
make loans to Helvetia, thereby allowing a possible 
further postponement in Helvetia’s need for funds and 
therefore in its anticipated borrowing schedule. 


The fees and exenses to be incurred in connection with 
the proposed transaction are estimated at $12,100, 
including legal fees of $10,100. No state commission 
and no federal commission, other than this 
Commission, has jurisdiction over the proposed 
transaction. 


Due notice of the filing of said post-effective 
amendment to the application has been given in the 
manner prescribed in Rule 23 promulgated under the 
Act (HCAR No. 20361), and no hearing has been 
requested of or ordered by the Commission. Upon the 
basis of the facts in the record, it is hereby found that 
the applicable standards of the Act and the rules 
thereunder are satisfied and that no adverse findings 


are necessary; and that it is appropriate in the public 
interest and in the interest of investors and consumers 
that said application, as amended, be granted: 


IT iS ORDERED, pursuant to the applicable provisions 
of the Act and rules thereunder, that said application, 
as amended by said post-effective amendment, be, and 
it hereby is, granted, subject to the terms an 
conditions prescribed in Rule 24 promulgated under 
the Act. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20508/April 19, 1978 


In the Matter of 


GULF POWER COMPANY 
Pensacola, Florida 


(70-6141) 


ORDER AUTHORIZING TRANSACTIONS RELATED TO 
FINANCING OF POLLUTION CONTROL FACILITIES 


Gulf Power Company (“Gulf”), a wholly-owned electric 
utility subsidiary of The Southern Company, a 
registered holding company, has filed an application 
and an amendment thereto with this Commission 
pursuant to Section 6(b) of the Public Utility Holding 
Company Act of 1935 (“Act”) and Rule 50(a)(5) 
promulgated thereunder regarding the following 
proposed transactions. 


Pursuant to arrangements with an associate company, 
Mississippi Power Company (“Mississippi”) (File No. 
70-5894), Gulf has under construction Unit No. 2 (500 
MW) of a steam electric generating station (“Plant 
Daniel”) located in Jackson County, Mississippi 
(“County”). Unit No. 1 of Plant Daniel (500 MW), 
presently owned by Mississippi, was placed in 
commercial operation in 1977. Gulf also has acquired 
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from Mississippi a 50% undivided interest in certain 
facilities common to both units. Final consummation 
of such arrangements at or about the time Unit No. 2 is 
completed (presently scheduled for 1981) will result in 
Gulf and Mississippi each becoming owners of 50% 
undivided interests as tenants in common of Plant 
Daniel. Gulf states that in order to comply with 
prescribed environmental standards of the State of 
Mississippi with respect to air and water quality, it has 
been and will be necessary to construct pollution 
control facilities solely for this purpose. The present 
application relates to Gulf’s proposal for financing 
some of such facilities. 


It is intended that the County will issue its Revenue 
Note in the estimated principal amount of $1,500,000 
for the purpose of paying a portion of the costs of the 
acquisition and construction of certain of the pollution 
control facilities to be used in connection with Unit No. 
2 and common facilities at Plant Daniel (“Project”). 
Gulf proposes to enter into an Installment Sale 
Agreement (“Agreement”) with the County which will 
provide for the construction and equipping of the 
Project by the County and the issuance by the County 
of the Revenue Note. The proceeds of the sale of the 
Revenue Note will be deposited by the County with a 
bank or trust company which will act as Depositary and 
applied to payment of the Cost of Construction (as 
defined in the Agreement) of the Project. The 
Agreement also will provide for the sale of the Project 
to Gulf and the payment by Gulf of the purchase price 
of the Project in installments over a term of years. 


The Agreement will provide that the County, at the 
request of Gulf, may enter into a trust indenture under 
which the County could issue one or more series of 
pollution control revenue bonds (“Revenue Bonds”), 
for the purposes of providing funds to retire the 
Revenue Note and to pay a portion of the Costs of 
Construction of the Project not covered by the 
proceeds of Revenue Notes. In such event, the 
Agreement would be amended or supplemented to 
provide additional terms and provisions relating to the 
Revenue Bonds, including, if Gulf should so elect at 
that time, provision for the delivery by Gulf of its first 
mortgage bonds as collateral for its obligations under 
the Agreement. Transactions involved in such 
arrangements would be made, as appropriate, the 
subject of separate application to this Commission. 


The Agreement will also provide tha the purchase price 
of the Project payable to the County will be such 


amount, including interest thereon, as shall be 
sufficient to pay the principal of, premium, if any, and 
interest on the Revenue Note and the Revenue Bonds, 
if any, as the same become due and payable. It is 
contemplated that the Revenue Note will be sold by the 
County to Morgan Guaranty Trust Company of New 
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York (“Noteholder”) at 100% of the principal amount 
thereof pursuant to a Note Purchase Agreement 
between the County and said bank. The County will 
execute an assignment (“Assignment”) pursuant to 
which it will assign to the bank, for the period that the 
Revenue Note shall be outstanding, the County’s rights 
under the Agreement to the portion of the purchase 
price for the Project payable by Fulf as shall be 
necessary to pay the principal and interest on the Note. 
Gulf will agree under the Assignment to make such 
payments of purchase price directly to the Noteholder. 
The Revenue Note will have a maturity of 4 years and 
will bear interest on the unpaid principal amount 
thereof from time to time at a fluctuating rate per 
annum equal to 65% of the bank’s prime rate. The 
Revenue Note will be subject to prepayment in whole 
or in part at the option of Gulf at any time without 
premium or penalty. 


It is proposed that Gulf will enter into a Contingent 
Purchase Agreement with the Noteholder (“Contingent 
Purchase Agreement”) which will provide that the 
Noteholder may require Gulf to purchase the Revenue 
Note on demand at 100% of the principal amount 
thereof together with accrued interest upon the 
occurrence of certain events of default. The Contingent 
Purchase Agreement will also provide that Gulf may be 
required to pay the bank at any time (whether or not the 
Revenue Note shall have been paid in full or purchased 
by Gulf) if interest on the Note becomes taxable (i) an 
amount equal to 130% of the Noteholder’s prime rate 
(less interest actually paid) plus penalties and exenses 
and (ii) the amount of any Preference Tax imposed on 
the Noteholder. 


In order to comply with state law it will be necessary for 
Gulf to convey to the County the portions of the Project 
which have already been constructed (‘Existing 
Facilities”), subject to the Mortgage. Under the 
Agreement, Gulf will receive, out of the proceeds of the 
Revenue Note, an amount equal to Gulf’s original cost 
for the Existing Facilities. The Existing Facilities will 
thereupon become part of the Project which is to be 
provided by the County and which Gulf proposes to 
purchase as provided in the Agreement. 


The fees and expenses to be incurred in connection 
with the proposed transactions are estimated at 
$16,200, including a legal fee of $12,000. Requisite 
authorization of the proposed transactions has been 
granted by the Florida Public Service Commission. No 
other state commission and no federal commission, 
other than this Commission, has jurisdiction over the 
proposed transactions. 


Due notice of the filing of said application has been 
given in the manner prescribed in Rule 23 promulgated 
under the Act (HCAR No. 20468), and no hearing has 





been requested of or ordered by the Commission. Upon 
the basis of the facts in the record, it is hereby found 
that the applicable standards of the Act and the rules 
thereunder are satisfied and that no adverse findings 
are necessary; and that it is appropriate in the public 
interest and in the interest of investors and consumers 
that said application, as amended, be granted: 


IT 1S ORDERED, pursuant to the applicable provisions 
of the Act and rules thereunder, that said application, 
as amended, be, and it hereby is, granted, effective 
forthwith, subject to the terms and conditions 
prescribed in Rule 24 promulgated under the Act. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 35-20509/April 20, 1978 


DISPOSITION OF INVITATION FOR COMMENTS AS TO 
RESTRICTION OF REFUNDABILITY OF BONDS AND 
PREFERRED STOCK ISSUED UNDER THE ACT 


(S7-596) 


On October 23, 1975 (HCAR No. 19224) the 
Commission invited comments as to whether there was 
need to modify the provisions of its statements of 
policy with respect to bonds and preferred stocks 
issued by members of registered holding companies, 
which required that such senior securities be freely 
refundable after the expiration of five years from the 
date of issuance. This release did not propose an 
amendment, but sought specific data as to the need or 
advisability of a change. After reviewing the eighteen 
comments submitted, and in light of current market 
conditions, it was determined that no amendment was 
needed. 


George A. Fitzsimmons 
Secretary 
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INVESTMENT COMPANY ACT OF 1940 
Release No. 10205/April 14, 1978 


In the Matter of 


THE NORTHWESTERN MUTUAL LIFE INSURANCE 
COMPANY 


NML VARIABLE ANNUITY ACCOUNT B 


and 


NML VARIABLE ANNUITY ACCOUNT 2 
720 East Wisconsin Avenue 
Milwaukee, Wisconsin 53202 


(812-4222) 


NOTICE OF APPLICATION PURSUANT TO SECTION 
6(c) OF THE ACT FOR AN ORDER OF EXEMPTION 
FROM THE PROVISIONS OF SECTIONS 22(e), 26(a), 
27(a)(3), 27(c)(1), 27(c)(2) AND 27(d) AND PURSUANT 
TO SECTION 11 OF THE ACT FOR APPROVAL OF AN 
OFFER OF EXCHANGE 


NOTICE IS HEREBY GIVEN that The Northwestern 
Mutual Life Insurance Company (“Northwestern 
Mutual”), a mutual life insurance company organized 
in 1857 by a special statute of the legislature of the 
State of Wisconsin, NML Variable Annuity Account B 
(“Account B”), and NML Variable Annuity Account 2 
(“Account 2”), separate accounts of Northwestern 
Mutual registered under the Investment Company Act 
of 1940 (“Act”) as unit investment trusts, (hereinafter 
collectively referred to as “Applicants”), filed an 
application on November 17, 1977, and an amendment 
thereto on February 24, 1978, pursuant to Section 6(c) 
of the Act for an order exempting Applicants from the 
provisions of Sections 22(e), 26(a)(2), 27(a)(3), 
27(c)(1), 27(c)(2) and 27(d) of the Act to the extent 
requested and pursuant to Section 11 of the Act for an 
order approving an offer of exchange. All interested 
persons are referred to the application on file with the 
Commission for a statement of the representations 
therein which are summarized below. 


Account B and Account 2 were established by 
Northwestern Mutual in connection with the sale of 
certain variable annuity contracts (the “Contracts”). 
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Net purchase payments under the Contracts are 
allocated to the appropriate Account and invested in 
shares of NML Fund, Inc. (the “Stock Fund”) and NML 
Bond Fund, Inc. (the “Bond Fund”), diversified 
openend management companies registered under the 
Act. Purchase payments and accumulated amounts are 
allocated between the two Funds pursuant to 
instructions from contract owners and payees. 


In 1967, the State of Texas directed the governing 
boards of all Texas institutions of higher education to 
make available to certain employees an Optional 
Retirement Program (‘‘Program’’), codified as 
Subchapter G of Chapter 51 of the Texas Education 
Code. The statute provides as the funding media for 
the Program fixed or variable annuity contracts 
purchases from any insurance or annuity company 
qualified to do business in Texas. In 1973, the Texas 
legislature made two amendments in the Program 
legislation, which amendments became effective on 
June 14, 1973. The statutory definition of the Program 
was amended to provide that the benefits of such 
annuities are to be available only upon termination of 
employment in the Texas public institutions of higher 
education, retirement, death or total disability of the 
participant. The other amendment added a new Section 
51.358 to Subchapter G which also provides that the 
benefits of such annuities will be available only if the 
participant dies, terminates his employment due to 
total disability, accepts retirement, or terminates 
employment in the Texas public institutions of higher 
education. 


Because of uncertainty regarding the effect of these 
amendments, the University of Texas System 
(“System”) requested the opinion of the Attorney 
General of Texas with respect to several questions 
concerning such amendments. The Attorney General 
rendered an opinion dated February 18, 1975, in 
response to the System’s letter. The Attorney General 
interpreted Section 51.358 to prohibit provisions in a 
variable annuity contract issued in connection with the 
Program on or after June 14, 1973, which provide for 
making available the redemption value of such contract 
prior to the occurrence of one of the conditions 
specified inthe statute, i.e., termination of employ- 
ment, retirement, death or total disability. Moreover, 
the opinion further stated that the prohibitions of 
Section 51.358 were impliedly in effect upon the 
establishment of the Program (in 1967) and that 
notwithstanding any language which may be contained 
in existing contracts, a participant in the Program has 
never had the right to redeem his annuity contract 
otherwise than in accordance with the limitations 
described above. The opinion did not affect the right of 
a participant to transfer the redemption value of his 
annuity contract from one carrier to another; 
accordingly, the granting of the relief requested in the 
application would not affect such right. 
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Sections 11(a) and 11(c) 


£ 


Section 11(a) of the Act provides that it shall be 


unlawful for any registered open-end company, or an 
principal underwriter for such a company, to make, or 
cause to be made, an offer to the holder of a security of 
such company, or of any other open-end investment 
company, to exchange his security for a security in the 
same or another such company on any basis other than 
the relative net asset values of the respective securities 
to be exchanged unless the terms of the offer have 
been first submitted to and approved by the 
Commission. Section 11(c) provides that, irrespective 
of the basis of exchange, the provisions of Section 
11(a) shall be applicable to any type of offer of 
exchange of the securities of registered unit 
investment trusts for the securities of any other 
investment company. 


Applicants have requested an Order pursuant to 
Section 11 of the Act to permit an offer to be made to 
owners of contracts issued by the Applicants prior to 
the date of the requested order so that they may 
exchange their contracts for new contracts which 
comply with the Education Code of the State of Texas. 


Applicants state that the requested order permitting an 
offer of exchange to be made is necessary in order that 
present contract owners may continue to receive 
matching contributions from the State of Texas. 
Applicants further state that no charge of any kind will 
be made to the contract holders in connection with the 
proposed exchange. 


Accordingly, Applicants have requested that the 
Commission issue an Order approving the offer of 
exchange, as described pursuant to the provisions of 
Section 11 of the Act. 


Sections 27(c)(1), 22(e) and 27(d) 


Section 27(c)(1) of the Act makes it unlawful for any 
registerd investment company issuing periodic 
payment plan certificates, or for any depositor of or 
underwriter for such company, to sell any such 
certificate unless such certificate is a redeemable 
security. Section 2(a)(32) of the Act defines 
“redeemable security” to mean any security under the 
terms of which the holder upon its presentation to the 
issuer or to a person designated by the issuer is 
entitled to receive approximately his proportionate 
share of the issuer’s current net assets, or the cash 
equivalent thereof. 


Section 22(e) of the Act provides that no registered 
investment company shall suspend the right of 
redemption or postpone the date of payment or 
satisfaction uopn redemption of any redeemable 
security in accordance with its terms for more than 





seven days after the tender of such security to the 
company or its agent designated for that purpose for 
redemption except in certain prescribed circum- 
stances. 


Section 27(d) of the Act makes it unlawful for any 
registered investment company issuing periodic 
payment plan certificates, or for any depositor of or 
underwriter for such company, to sell any such 
certificate unless the certificate provides that the 
holder thereof may surrender the certificate at any time 
within the first eighteen months after the issuance of 
the certificate and receive in payment thereof, in cash, 
the sum of (1) the value of his account, and (2) an 
amount, from such underwriter or depositor, equal to 
that part of the excess paid for sales loading which is 
over 15 per centum of the gross payments made by the 
certificate holder. 


Applicants request exemptions from the provisions of 
Sections 22(e), 27(c)(1) and 27(d) of the Act to the 
extent necessary to permit compliance with Section 
51.358 as it pertains to (i) redemption values under 
Contracts issued to participants in the Program 
subsequent to the date of such exemptive order and (ii) 
redemption values under Contracts issued prior thereto 
but attributable to payments made subsequent to the 
date of such order. 


Applicants assert that if such exemptions are not 
granted, persons participating in the Program 
effectively will be denied an opportunity to select as a 
funding medium for their retirement benefits one of 
two funding media (the other being fixed annuity 
contracts) specifically provided in the Texas statute for 
such purpose. Additionally, participants will be unable 
to obtain the State’s matching contributions for the 
purchase of an equity-based retirement vehicle. In this 
respect, the Attorney General’s opinion indicated that 
these matching contributions will encourage participa- 
tion in the retirement plan but that unrestricted 
withdrawals prior to retirement might be detrimental to 
an effective retirement vehicle. In view of the 
foregoing, Applicants assert that the Commission 
should grant the requested exemptions because: (1) 
the limited restriction on redemption would be 
voluntarily assumed by participants, i.e., eligible 
employees are not required to participate in the 
Program; (2) the restrictions were not formulated nor 
suggested by Applicants; and (3) participants’ 
relinquishment of the full right of redemption is a 
reasonable requirement in exchange for the benefits 
bestowed by the matching contributions of the State of 
Texas. 


Applicants will ensure that appropriate disclosure is 
made to persons who consider participation in the 
Program, informing them of the restriction on the 
availability of redemption values under Contracts to be 


issued to them. This disclosure will take the form of an 
appropriate reference in each Prospectus to the 
restrictions on redemption of these Contracts, as well 
as requiring each participant, as a part of the 
determination that the sale of these Contracts is 
suitable for that participant, to sign a statement 
indicating that he/she is aware that these restrictions 
will be placed on his/her Contract when it is issued. In 
addition, Applicants will review all sales literature that 
is to be used in conjunction with the sales of these 
contracts for the existence of material representations 
that are inconsistent with the restrictions to be placed 
on these contracts and will instruct the salespeople 
involved in soliciting in this market specifically to bring 
this restriction to the attention of the potential 
participants. 


Section 27(a)(3) 


Applicants propose to offer deferred variable annuity 
contracts in connection with Account 2. The Account 2 
Contracts issued to date are immediate variable 
annuity contracts. Under the deferred Account 2 
Conracts a quantity discount on charges for sales and 
administrative expenses will be available on a contract 
year basis as indicated by the chart on next page: 


Where a purchase payment for a deferred Account 2 


Contract is derived from the value of life insurance 
policies or fixed annuity contracts issued by 
Northwestern Mutual prior to May 1, 1978, a reduced 
deduction of 1.4% on the first $5,000 each contract 
year, .5% on the next $20,000 and no additional 
deduction on amounts inexcess of $25,000 will be 
applicable. This deduction will be for administrative 


expenses only; no charge will be made for sales 
expenses. 


Section 27(a)(3) of the Act makes it unlawful for any 
registered investment company issuing periodic 
payment plan certificates, or for any depositor of or 
underwriter for such company, to sell any such 
certificate if the amount of the sales load deducted 
from any one of the first twelve monthly payments 
exceeds proportionately the amount deducted from any 
other subsequent payment. With respect to the 
deferred Account 2 Contracts, it is possible that the 
percentage of sales load deducted from any 
subsequent payments could be higher than the 
percentage deducted from prior payments. This could 
occur in two instances. First, because the quantity 
discount operates on a contract year basis the rate of 
deductions for sales and administrative expenses may 
increase if the rate of purchase payments decreased, 
and may be higher for payments made at the beginning 
of a contract year than it was for payments made at the 
end of the prior year even where the level of purchase 
payments remains constant. For example, if equal 
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Portion of Purchase 
Payments Made During 
Contract Year 


Total Deduction 
as Percentage 
of Investment 


Portion 
Representing 
Sales Expenses 


Representing 
Administrative 
Expenses* 





$5,000 or Less 8.00% 


Next $20,000 4.00 
Next $75,000 2.00 
Excess over $100,000 1.00 


*Plus an administrative charge of $.50 for each payment 


monthly payments of $1,000 are made, the deduction 
for the last payment each contract year will be at the 
rate of 4.00%, but the deduction on each of the first 
five payments the second year will be 8.00% until the 
$5,000 breakpoint has been exceeded for the second 
contract year. This would violate Section 27(a)(3). 
Second, where a purchase payment represents an 
amount derived from an insurance policy or fixed 
annuity contract previously issued by Northwestern 
Mutual the reduced deduction for administrative 
expenses only will be applicable. If regular purchase 
payments are subsequently made on the same 
Contract, the subsequent payments will be subject to 
the regular graded load, including the portion for sales 
expenses. This would also violate Section 27(a)(3). 


Applicants assert that Section 27(a)(3) of the Act was 
designed to curb abuses associated with front-end 
load arrangements in mutual fund contractual plans 
and that the sales deduction schedule proposed to be 
used here should be exempted from Section 27(a)(3) of 
the Act since the schedule does not involve a front-end 
load arrangement, does not exceed 9% and therefore 
cannot lead to the abuses intended to be curbed by that 
Section. Moreover, Applicants assert that the sales 
load applied against amounts derived from existing 
Northwestern Mutual life insurance policies and fixed 
annuities has been reduced in accordance with the 
provisions of Rule 22d-3, which is designed to permit 
certain variations in variable annuity contract charges 
which reflect differences in costs or services, are not 
unfairly discriminatory against any person and which 
are fully disclosed. Applicants assert that the purpose 
behind Rule 22d-3 would be defeated if reductions in 
sales load were to be disallowed because of a conflict 
with Section 27(a)(3). Accordingly, Applicants assert 
that sufficient grounds exist for the issuance of an 
order of exemption from Section 27(a)(3). An 
exemption is therefore requested from Section 27(a)(3) 
of the Act to permit the schedule of sales load 
deductions proposed by Applicants. 
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6.60 % 1.40% 
3.50 .50 
2.00 .00 
1.00 .00 


Sections 26(a) and 27(c)(2) 


Section 27(c)(2) requires that the net purchase 
payments under periodic payment plan certificate be 
deposited with a trustee or custodian having the 
qualifications prescribed in Section 26(a)(1) for 
trustees of unit investment trusts, under an 
arrangement which includes the provisions required by 
Sections 26(a)(2) and (3) for trust indentures of unit 
investment trusts. These latter Sections limit the 
expenses which may be charged against the assets of a 
unit investment trust and are intended to assure orderly 
transition if the trustee or custodian resigns. 


Net purchase payments under the Account 2 
Contracts, after deduction of the applicable sales load, 
are allocated to Account 2 and simultaneously invested 
in shares of the Stock Fund and the Bond Fund in 
accordance with the purchaser’s instructions. All 
assets of Account 2 are kept so invested at all times. 
Shares of the Funds are held in an open account and 
ownership of the shares is shown only on the books 
and records of the Funds and of Account 2 and other 
Northwestern Mutual accounts which, in combination, 
own all the outstanding shares of both Funds. Shares 
of the Funds are not represented by stock certificates 
or other physical documents. 


Account 2 and Northwestern Mutual requested and 
received an exemption from Section 26(a) before 
Account 2 began operations in 1972, Investment 
Company Act Release No. 7183, (May 19, 1972). 
Since single premium immediate Contracts were the 
only ones contemplated at that time, Applicants 
believed no exemption from Section 27(c)(2) was 
required. However, an exemption from Section 27(c)(2) 
is required before the offering of deferred Account 2 
Contracts commences, as Applicants now propose. 


Applicants assert that the purpose of Section 27(c)(2) 
is to make the provisions of Section 26(a) apply to an 





issuer of periodic payment plan certificates which is 
not organized as a unit investment trust. Applicants 
assert that since the Commission has already granted 
an exemption from Section 26(a) in the context of the 
operations of Account 2, it is appropriate to exempt 
Account 2 from Section 27(c)(2) as well. Applicants 
assert that, in any case, the reasons for granting the 
exemption from Section 26(a) remain valid and also 
justify exemption from Section 27(c)(2). 


Northwestern Mutual is subject to extensive control 
and supervision by the Wisconsin Commissioner of 
Insurance. Under Wisconsin insurance law North- 
western Mutual is not a trustee of the Account 2 
assets, but Applicants contend that the essential 
protections of trusteeship are provided by the 
supervisory control of the Wisconsin Commissioner of 
Insurance, substantial assets of Northwestern Mutual, 
a fidelity bond which covers its officers and employees 
and the terms of Wisconsin law and the Contracts 
themselves which effectively preclude abrogation of 
Northwestern Mutual’s obligation. 


Under the foregoing circumstances Applicants contend 
that the dangers against which Section 27(c)(2) is 
directed are not present and an exemption from 
Section 27(c)(2) and 26(a) is requested. 


Applicants have consented that the foregoing 
requested exemptions may be made subject to the 
following conditions: (1) that charges to Contract 
holders for administrative services shall not exceed 
such reasonable amounts as the Commission shall 
prescribe, jurisdiction being reserved for such 
purpose; and (2) that the payments of sums and 
charges out of the assets of Account 2 shall not be 
deemed to be exempted from regulation by the 
Commission by reason of that order, provided that the 
Applicants’ consent to this condition shall not be 
deemed to be a concession to the Commission of 
authority to regulate the payments of sums and 
charges out of such assets other than charges for 
administrative services, and Applicants reserve the 
right, in any proceeding before the Commission or in 
any suit or action in any court, to assert that the 
Commission has no authority to regulate the payments 
of such other sums and charges. 


Section 6(c) 


Section 6(c) authorizes the Commission to exempt any 
person, security or transaction or any class or classes 
of persons, securities or transactions, from the 
provisions of the Act and rules promulgated thereunder 
if and to the extent that such exemption is necessary or 
appropriate in the public interest and consistent with 
the protection of investors and the purposes fairly 
intended by the policy and provisions of the Act. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than May 9, 1978, at 5:30 p.m. 
submit to the Commission in writing a request for a 
hearing on the matter accompanied by a statement as 
to the nature of his interest, the reason for such 
request, and the issues, if any, of fact or law proposed 
to be controverted, or he may request that he be 
notified if the Commission should order ahearing 
thereon. Any such communication should be 
addressed: Secretary, Securities and Exchange 
Commission, Washington, D.C. 20549. A copy of such 
request shall be served personally or by mail upon 
Applicants at the address stated above. Proof of such 
service (by affidavit, or in the case of an attorney at 
law, by certificate) shall be filed contemporaneously 
with the request. As provided by Rule 0-5 of the Rules 
and Regulations promulgated under the Act, an order 
disposing of the application will be issued as of course 
following May 9, 1978, unless the Commission 
thereafter orders a hearing upon request or upon the 
Commission’s own motion. Persons who request a 
hearing, or advice as to whether a hearing is ordered, 
will receive any notices and orders issued in this 
matter, including the date of the hearing (if ordered) 
and any postponements thereof. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 10206/April 14, 1978 


In the Matter of 


MASSACHUSETTS MUTUAL LIFE INSURANCE 
COMPANY 


and 

MASSACHUSETTS MUTUAL VARIABLE ANNUITY 
FUND 1 

1295 State Street 

Springfield, Massachusetts 01111 


(812-4247) 
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NOTICE OF APPLICATION PURSUANT TO SECTION 
6(c) OF THE ACT FOR AN ORDER OF EXEMPTION 
FROM THE PROVISIONS OF SECTIONS 22(e), 27(c)(1) 
AND 27(d) OF THE ACT AND PURSUANT TO SECTION 
11 OF THE ACT FOR APPROVAL OF AN OFFER OF 
EXCHANGE 


NOTICE IS HEREBY GIVEN that Massachusetts Mutual 
Life Insurance Company (“Mass Mutua”), a mutual life 
insurance company organized under the laws of the 
Commonwealth of Massachusetts, and Massachusetts 
Mutual Variable Annuity Fund 1 (“Fund”), a separate 
account of Mass Mutual registered under the Invest- 
ment Company Act of 1940 (“Act”) as a unit investment 
trust (hereinafter collectively referred to as “Appli- 
cants”), filed an application on December 13, 1977, and 
an amendment thereto on March 27, 1978, pursuant to 
Section 6(c) of the Act for an order exempting Appli- 
cants from the provisions of Sections 22(e), 27(c)(1) 
and 27(d) of the Act to the extent necessary to permit 
compliance by Applicants with certain provisions of 
the Education Code of the State of Texas and pursuant 
to Section 11 approving an offer of exchange. All inter- 
ested persons are referred to the application on file 
with the Commission for a statement of the representa- 
tions therein which are summarized below. 


The Fund was established on April 24, 1968, by Mass 
Mutual’s Board of Directors pursuant to Chapter 175 of 
the Massachusetts General Laws for the purpose of 
investing net contributions received under certain vari- 
able annuity contracts issued in conjunction with plans 
qualified under Sections 401(a) of the Internal Revenue 
Code (the “Code”) including so called “H.R. 10 plans” 
or “Keogh plans” or annuity purchase plans adopted 
pursuant to Sections 403(b) or 408 of the Code. Mass 
Mutual acts as principal underwriter for the Fund. 


In 1967, the State of Texas directed the governing 
boards of all Texas institutions of higher education to 
make available to certain employees an Optional Re- 
tirement Program (“Program’’), codified as Subchapter 
G of Chapter 51 of the Texas Education Code. The stat- 
ute provides as the funding media for the Program 
fixed or variable annuity contracts purchased from any 
insurance or annuity company qualified to do business 
in Texas. In 1973, the Texas legislature made two 
amendments in the Program legislation, which amend- 
ments became effective of June 14, 1973. The Statutory 
definition of the Program was amended to provide that 
the benefits of such annuities are to be available only 
upon termination of employment in the Texas public 
institutions of higher education, retirement, death or 
total disability of the participant. The other amendment 
added a new Section 51.358 to Subchapter G which 
also provides that the benefits of such annuities will be 
available only if the participant dies, terminates his 
employment due to total disability, accepts retirement, 
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or terminates employment in the Texas public institu- 
tions of higher education. 


Because of uncertainty regarding the effect of these 
amendments, the University of Texas System (‘Sys- 
tem”) requested the opinion of the Attorney General of 
Texas with respect to several questions concerning 
such amendments. The Attorney General rendered an 
opinion dated February 18, 1975, in response to the 
System’s letter. The Attorney General interpreted Sec- 
tion 51.358 to prohibit provisions in a variable annuity 
contract issued in connection with the Program on or 
after June 14, 1973, which provide for making available 
the redemption value of such contract prior to the oc- 
currence of one of the conditions specified in the stat- 
ute, i.e., termination of employment, retirement, death 
or total disability. Moreover, the opinion further stated 
that the prohibitions of Section 51.358 were implied in 
effect upon the establishment of the Program (in 1967) 
and that notwithstanding any language which may be 
contained in existing contracts, a participant in the 
Program has never had the right to redeem his annuity 
contract otherwise than in accordance with the limita- 
tions described above. The opinion did not affect the 
right of a participant to transfer the redemption value of 
his annuity contract from one carrier to another; ac- 
cordingly, the granting of the relief requested in the ap- 
plication would not affect such right. 


Sections 27(c)(1), 22(e) and 27(d) 

Section 27(c)(1) of the Act makes it unlawful for any re- 
gistered investment company issuing periodic pay- 
ment plan certificates, or for any any depositor of or 
underwriter for such company, to sell any such certifi- 
cate unless such certificate is a redeemable security. 
Section 2(a)(32) of the Act defines “redeemable secu- 
rity” to mean any security under the terms of which the 
holder upon its presentation to the issuer or to a per- 
son designated by the issuer is entitled to receive 
approximately his proportionate share of the issuer’s 
current net assets, or the cash equivalent thereof. 


Section 22(e) of the Act provides that no registered 
investment company shall suspend the right of re- 
demption or postpone the date of payment or satisfac- 
tion upon redemption of any redeemable security in ac- 
cordance with its terms for more than seven days after 
the tender of such security to the company or its agent 
designated for that purpose for redemption except in 
certain prescribed circumstances. 


Section 27(d) of the Act makes it unlawful for any reg- 
istered investment company issuing periodic payment 
plan certificates, or for any depositor of or underwriter 
for such company, to sell any such certificate unless 
the certificate provides that the holder thereof may sur- 
render the certificate at any time within the first eigh- 





teen months after the issuance of the certificate and 
receive in payment thereof, in cash, the sum of (1) the 
value of his account, and (2) an amount, from such 
underwriter or depositor, equal to that part of the ex- 
cess paid for sales loading which is over 15 per centum 
of the gross payments made by the certificate holder. 


Applicants request exemptions from the provisions of 
Sections 22(e), 27(c)(1) and 27(d) of the Act to the ex- 
tent necessary to permit compliance with Section 
51.358 as it pertains to redemption values under Con- 
tracts issued to participants in the Program sub- 
sequent to the date of such exemptive order. 


Applicants assert that if such exemptions are not 
granted, persons participating in the Program effec- 
tively will be denied an opportunity to select as a 
funding medium for their retirement benefits one of 
two funding media (the other being fixed annuity con- 
tracts) specifically provided in the Texas statute for 
such purpose. Additionally, participants will be unable 
to obtain the State’s matching contributions for the 
purchase of an equity-based retirement vehicle. In this 
respect, the Attorney General’s opinion indicated that 
these matching contributions will encourage participa- 
tion in the retirement plan but that unrestricted with- 
drawals prior to retirement might be detrimental to an 
effective retirement vehicle. In view of the foregoing, 
Applicants assert that the Commission should grant 
the requested exemptions because: (1) the limited re- 
striction on redemption would be voluntarily assumed 
by participants, i.e., eligible employees are not re- 
quired to participate in the Program; (2) the restrictions 
were not formulated nor suggested by Applicants; and 
(3) participants’ relinquishment of the full right of re- 
demption is a reasonable requirement in exchange for 
the benefits bestowed by the matching contributions 
of the State of Texas. 


Applicants will ensure that appropriate disclosure is 
made to persons who consider participation in the Pro- 
gram, informing them of the restriction on the avail- 
ability of redemption values under Contracts to be 
issued to them. This disclosure will take the form of an 
appropriate reference in each Prospectus to the restric- 
tions on redemption of these Contracts, as well as re- 
quiring each participant, as a part of the determination 
that the sale of these Contracts is suitable for that par- 
ticipant, to sign a statement indicating that he/she is 
aware that these restrictions will be placed on his/her 
Contract when it is issued. In addition, Mass Mutual 
will review all sales literature that is to be used in con- 
junction with the sales of these contracts for the exis- 
tence of material representations that are inconsistent 
with the restrictions to be placed on these contracts 
and will instruct the salespeople involved in soliciting 
in this market specifically to bring this restriction to 
the attention of the potential participants. 


Section 6(c) authorizes the Commission to exempt any 
person, security or transaction or any class or classes 
of persons, securities or transactions, from the provi- 
sions of the Act and Rules promulgated thereunder if 
and to the extent that such exemption is necessary or 
appropriate in the public interest and consistent with 
the protection of investors and the purposes fairly in- 
tended by the policy and provisions of the Act. 


Sections 11(a) and 11(c) 

Section 11(a) of the Act provides that it shall be unlaw- 
ful for any registered open-end company, or an princi- 
pal underwriter for such a company, to make, or cause 
to be made, an offer to the holder of a security of such 
company, or of any other open-end investment com- 
pany, to exchange his security for a security in the 
same or another such company on any basis other than 
the relative net asset values of the respective securities 
to be exchanged unless the terms of the offer have 
been first submitted to and approved by the Commis- 
sion. Section 11(c) provides that, irrespective of the 
basis of exchange, the provisions of Section 11(a) shall 
be applicable to any type of offer of exchange of the 
securities of registered unit investment trusts for the 
securities of any other investment company. 


Applicants have requested an Order pursuant to Sec- 
tion 11 of the Act to permit an offer to be made to 
owners of contracts issued by the Fund prior to the 
date of the requested order so that they may exchange 
their contracts for new contracts which comply with 
the Education Code of the State of Texas. 


Applicants state that the requested order permitting an 
offer of exchange to be made is necessary in order that 
present contract owners may continue to receive 
matching contributions from the State of Texas. Appli- 
cants further state that no charge of any kind will be 
made to the contract holders in connection with the 
proposed exchange. 


Accordingly, Applicants have requested that the Com- 
mission issue an Order approving the offer of ex- 
change, as described pursuant to the provisions of 
Section 11 of the Act. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than May 9, 1978, at 5:30 p.m. 
submit to the Commission in writing a request for a 
hearing on the matter accompanied by a statement as 
to the nature of his interest, the reason for such re- 
quest, and the issues, if any, of fact or law proposed to 
be controverted, or he may request that he be notified if 
the Commission should order a hearing thereon. Any 
such communication should be addressed: Secretary, 
Securities and Exchange Commission, Washington, 
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D.C. 20549. A copy of such request shall be served per- 
sonally or by mail upon Applicants at the address 
stated above. Proof of such service (by affidavit, or in 
the case of an attorney at law, by certificate) shall be 
filed contemporaneously with the request. As provided 
by Rule 0-5 of the Rules and Regulations promulgated 
under the Act, an order disposing of the application 
will be issued as of course following May 9, 1978, 
unless the Commission thereafter orders a hearing 
upon request or upon the Commission’s own motion. 
Persons who request a hearing, or advice as to whether 
a hearing is ordered, will receive any notices and orders 
issued in this matter, including the date of the hearing 
(if ordered) and any postponements therof. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Relaese No. 10207/April 14, 1978 


In the Matter of 


NATIONAL MUNICIPAL TRUST, FIRST AND SUBSE- 
QUENT NATIONAL AND STATE SERIES 

c/o Thomson McKinnon Securities Inc. 

One New York Plaza 

New York, New York 10004 


(812-4253) 


ORDER PURSUANT TO SECTION 6(c) OF THE ACT 
GRANTING EXEMPTION FROM THE PROVISIONS OF 
SECTION 22(d) OF THE ACT 


On March 21, 1978, a notice was issued (investment 
Company Act Release No. 10170) of an application by 
National Municipal Trust, First and Subsequent Na- 
tional and State Series (“Applicant”), a unit investment 
trust registered under the Investment Company Act of 
1940 (“Act”), pursuant to Section 6(c) of the Act for an 
order of the Commission exempting Applicant from the 
provisions of Section 22(d) of the Act to the extent 
necessary to permit Applicant to offer to its unit hold- 
ers the opportunity to participate in the National Mu- 
nicipal Trust Reinvestment Program at no additional 
sales charge. 
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The notice gave interested persons an opportunity to 
request a hearing, and stated that an order disposing of 
the application would be issued as of course unless a 
hearing should be ordered. No request for a hearing 
has been filed and the Commission has not ordered a 
hearing. 


The matter having been considered, it is found, on the 
basis of the information contained in the application, 
that the granting of the requested exemption is appro- 
priate in the public interest and consistent with the 
protection of investors and the purposes fairly jn- 
tended by the policy and provisions of the Act. Accord- 
ingly, 


IT IS ORDERED, pursuant to Section 6(c) of*the Act, 
that the application of National Municipal Trust, First 
and Subsequent National and State Series, for exemp- 
tion from Section 22(d) of the Act, to the extent re- 
quested, be, and hereby is, granted, effective forth- 
with. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 10208/April 14, 1978 


In the Matter of 
INTERNATIONAL INVESTORS INCORPORATED 


and 


1.1. SECURITIES CORPORATION 
122 East 42nd Street 


New York, New York 
(812-4249) 


SECOND NOTICE OF AN APPLICATION FOR AN 
ORDER PURSUANT TO SECTION 6(c) OF THE ACT 
FOR AN ORDER EXEMPTING A PROPOSED EX- 
CHANGE OF SHARES FROM THE PROVISIONS OF 
SECTION 22(d) OF THE ACT. 





NOTICE IS HEREBY GIVEN that on January 5, 1978, a 
notice (Investment Company Act Release No. 10083) 
was issued on an application filed on December 15, 
1977, by International Investors Incorporated (“Inter- 
national”), registered under the Investment Company 
Act of 1940 (“Act”) as an open-end, diversified, man- 
agement investment company, and I.1.!. Securities 
Corporation, its principal underwriter, for an order of 
the Commission pursuant to Secton 6(c) of the Act 
exempting from the provisions of Section 22(d) of the 
Act proposed transactions (“Sales”) pursuant to which 
shares of International were to be issued at net asset 
value without a sales charge in exchange for shares of 
certain gold mining companies (“Securities”) held by 
Mondial Commercial Limited, a Liechtenstein limited 
company (“Mondial”), through two of their accounts at 
the Swiss Credit Bank, the Metric Accounting Unit Sur- 
vival Contract (“MAUSC”) subaccount and the Sover- 
eign Contracts (“Sovereign”) subaccount (collectively, 
the “Subaccounts”), in which approximately 512 
persons have beneficial interests (“Account Holders”). 
On March 22, 1978, International filed an amendment 
to its application setting forth certain modifications of 
the distribution plan pursuant to which it is proposed 
that the Sales be effected. That amendment provides in 
general that each Account Holder will be offered the 
option of obtaining either International shares or a pro 
rata “in kind” portion of the Securities in liquidation of 
their interests in the Subaccounts. All interested per- 
sons are referred to the application and amendment on 
file with the Commission for a statement of the repre- 
sentations and modifications made therein, which are 
summarized below and in the above release. 


International has been informed that Progress Founda- 
tion, a Swiss charitable institution, owns all of the 
stock of Mondial. In November, 1975, the Commission 
initiated enforcement proceedings in the United States 
District Court for the District of Columbia (the “District 


Court”) against various individuals and entities, 
including Progress Foundation and Mondial. The Dis- 
trict Court appointed a special counsel (the “Special 
Counsel”) on behalf of the Account Holders. Addi- 
tionally, the Swiss Banking Commission issued a de- 
cree (the “Swiss Decree”) in June, 1976, providing that 
all assets of the various Mondial subaccounis, in- 
cluding the Subaccounts, be distributed to the inves- 
tors in a manner to be approved by the Swiss Banking 
Commission and satisfactory to the Commission. 


International has been advised by the Special Counsel 
that in furtherance of the Swiss Decree, and in connec- 
tion with settlement of the enforcement proceedings 
initiated by the Commission, plans calling for the com- 
plete distribution of the assets in the Subaccounts 
were presented to the Swiss Banking Commission and 
the District Court for approval. The District Court ap- 
proved in principal such plans calling for the transfer of 
the Securities to International solely in exchange for 


International shares by an order dated December 6, 
1977. The details of such plans are set forth in Invest- 
ment Company Act Release No. 10083. 


On February 6, 1978, as a result of subsequent sub- 
mission by several Account Holders and a hearing held 
on February 2, 1978, the District Court entered an order 
modifying its order of December 6, 1977, approving in 
principle a modification of the proposed plans of dis- 
tribution so as to give Account Holders the option of 
obtaining either International shares or a pro rata “in 
kind” portion of the Securities in liquidation of their 
interests in the Subaccounts. The Special Counsel has 
been informed that on February 23, 1978, the Swiss 
Banking Commission approved modification of the 
plans in order to include arrnagements for such an “in 
kind” option. 


Under the modified plans it is contemplated that 
Account Holders will-be given the option of (i) receiv- 
ing their pro rata “in kind” portion of the Securities 
whether by the delivery directly to them of certificates 
for the shares representing such portion or by the trans- 
fer of such shares to their individual accounts at a bank 
or other institution, or (ii) instructing that their pro rata 
portion of the Securities be exchanged for International 
shares. Account Holders who fail to make a timely 
election will be deemed to have elected the “in kind” 
option. Since fractional shares of Securities cannot be 
distributed, the fractional interests of Account Holders 
who elect an “in kind” distribution will be paid in cash. 
The fractional interests of Account Holders electing a 
distribution of International shares will be exchanged 
for such shares or paid to such Account Holders in 
cash, in either case with all such persons being treated 
the same. The payment in cash of the fractional inter- 
ests of any Account Holders may require the sale of 
some Securities. 


As of December 31, 1977, the market values of the Se- 
curities held by MAUSC and Sovereign were approxi- 
mately $4,737,500 and $2,884,500, respectively. The 
Special Counsel has advised International that (i) be- 
fore the Sales, reserves will be established for esti- 
mated actual and contingent liabilities of the Subac- 
counts (consisting of Swiss taxes, inter-account pay- 
ables and professional fees and expenses, including 
expenses of the Sales and the “in kind” distribution) 
and a determination will be made as to the amount, if 
any, of Securities which must be sold to fund such re- 
serves or pay such liabilities, and (ii) the amount of Se- 
curities required to be sold for such purpose is esti- 
mated by the Special Counsel not to exceed $600,000. 
The Special Counsel has also advised International that 
(i) it is expected that before the Sales, provision will be 
made for the regular quarterly distributions from the 
Subaccounts for the fourth fiscal quarter of 1977 and 
the first fiscal quarter of 1978, (ii) the distributions 
from MAUSC and Sovereign for the fourth quarter of 
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1977 are estimated to be approximately $147,000 and 
$113,000, respectively, and similar distributions are ex- 
pected for the first quarter of 1978, and (iii) the Subac- 
counts may sell Securities before the Sales to provide 
part of the funds needed to make these periodic distri- 
butions. As set forth in the Application, in the event 
that some Securities are required to be sold for any 
such purpose, the Special Counsel has agreed that no 
Securities will be sold during the period of ten days 
prior to consummation of the Sales and that Interna- 
tional will be provided with a list of the Securities, to 
be exchanged for its shares. Any such sales of Secu- 
ritiesd, described above, are not required to be made 
pro rata from the various issues held by the Sub- 
accounts. The absence of any such requirement is ac- 
ceptable to International, based upon its review of the 
Securities which the Special Counsel has advised are 
held by the Subaccounts. 


The Special Counsel has advised International that the 
documents necessary to carry out the plans of distribu- 
tion will be submitted to both the Court and the Swiss 
Banking Commission for approval. It is contemplated 
that such documents will include (i) a notice to all Ac- 
count Holders, prepared by the Special Counsel and 
describing the past operations of the Subaccounts and 
the plans of distribution, (ii) a form for the Account 
Holder’s use in electing to take his pro rata distribution 
“in kind” or in International shares and (iii) Interna- 
tional’s most recent report to its shareholders. 


International has been informed by the Special Counsel 
that a request will be made on behalf of each Sub- 
account that the International shares purchased for it 
be issued directly to those of its Account Holders who 
elect to take their distributions in International shares 
(or to persons acting on their behalf), in amounts 
based on the pro rata Swiss Franc value of their respec- 
tive net contributions to the Subaccount, as deter- 
mined pursuant to the plans of distribution. If Secu- 
rities are sold to provide for the payment in cash of the 
fractional share interests of any Account Holders, the 
proceeds of such sales which are allocated to the Ac- 
count Holders electing International shares will be de- 
livered to International in exchange for such shares or 
paid to such Account Holders in cash. All Securities 
held by a Subaccount on the date of Sale, except those 
allocated to the “in kind” distribution or reserved for 
the cash payment of fractional interests, must be offer- 
ed to International. 


Upon the issuance of International shares to the Ac- 
count Holders, an appropriate confirmation will be de- 
livered to each Account Holder who has become a rec- 
ord holder of International’s shares. Sales of Inter- 
national shares will be made only to persons 
authorized to act for the Subaccounts, which persons 
International understands will request that the Inter- 
national shares be issued directly to the appropriate 


854/SEC DOCKET 


Account Holders. Accordingly, although International 
anticipates that its shares will be issued directly to the 
Account Holders, no offer or sale will be made by Inter- ~ 
national to the Account Holders in connection with the 
Sales. The consent of the Account Holders is not re- 
quired for the implementation of the plans of distribu- 
tion, including the Sales, and their only discretion in 
connection with the distribution will be to elect to take 
International shares or an “in kind” portion of the Secu- 
rities. 


As of March 10, 1978, the Securities had an aggregate 
market value of approximately $9,316,559. If none of 
the Securities were sold or transferred before the Sales 
and all Account Holders elected to take their distribu- 
tions in shares of International, sales of International 
shares to the Subaccounts on March 10, 1978, in ex- 
change for all of the Securities would have resulted in 
the issuance to the Account Holders of 905,709.58 In- 
ternational shares having a net asset value of $10.23 
each (assuming International had accepted all the Se- 
curities). 


Section 22(d) of the Act, provides, in pertinent part, 
that no registered investment company or principal 
underwriter thereof shall sell any redeemable security 
issued by such company except at a current offering 
price described in the prospectus. The current public 
offering price of the shares of International as de- 
scribed in its prospectus is net asset value per share 
plus a sales charge. As noted above, such sales charge 
will not be applicable to the Sales. Applicants state 
that without an exemption from Section 22(d) of the 
Act International would be prohibited from issuing its 
shares to the Subaccounts without a sales charge. 


Section 6(c) provides, in part, that the Commission, by 
order upon application, may conditionally or uncondi- 
tionally exempt any person, security or transaction or 
any class or classes or persons, securities, or trans- 
actions from any provision or provisions of the Act and 
the Rules promulgated thereunder, if and to the extent 
such exemption is necessary or appropriate in the 
public interest and consistent with the protection of in- 
vestors and the purposes fairly intended by the policy 
and provisions of the Act. 


Applicants state that the cumulative effect of the 
changes described herein may be expected to reduce 
the amount of Securities to be acquired by Interna- 
tional. However, with respect to any Securities which 
may be acquired by International as a result of the 
Sales, the Applicants believe that the reasons sub- 
mitted in support of their application for an exemption 
from the provisions of Section 22(d) of the Act, set 
forth in detail in Investment Company Act Release No. 
10083, remain applicable and that the granting of such 
exemption is consistent with the general purposes of 
the Act and is appropriate in the public interest and 





consistent with the protection of investors and the pur- 
pose fairly intended by the policy and provisions of 
the Act. 


NOTICE IS FURTHER GIVEN that any interested per- 
son may, not later than May 8, 1978, at 5:30 p.m., sub- 
mit to the Commission in writing a request for a hear- 
ing on the application accompanied by the statement 
as to the nature of his interest, the reasons for such re- 
quest, and the issues, if any, of fact or law proposed to 
be controverted, or he may request that he be notified if 
the Commission should order a hearing thereon. Any 
such communication should be addressed: Secretary, 
Securities and Exchange Commission, Washington, 
D.C. 20549. A copy of such request shall be served 
personally or by mail upon Applicants at the address 
stated above. Proof of such service (by affidavit, or in 
the case of an attorney-at-law, by certificate) shall be 
filed contemporaneously with the request. As provided 
by Rule 0-5 of the Rules and Regulations promulgated 
under the Act, an order disposing of the application 
herein will be issued as a matter of course following 
said date unless the Commission thereafter orders a 
hearing upon request or upon the Commission’s own 
motion. Persons, who request a hearing or advice as to 
whether a hearing is ordered, will receive any notices 
and orders issued in this matter, including the date of 
the hearing (if ordered) and any postponements 
thereof. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 10209/April 17, 1978 


In the Matter of 

MASSACHUSETTS CAPITAL RESOURCE COMPANY 
11 Beacon Street 

Boston, Massachusetts 02116 


(812-4255) 


ORDER PURSUANT TO SECTION 6(c) OF THE ACT 
' EXEMPTING COMPANY FROM ALL THE PROVISIONS 
OF THE ACT. 


Massachusetts Capital Resource Company (“Appli- 
cant”), a Massachusetts limited partnership, has filed 
an application on December 28, 1977, and amendments 
thereto on February 1, 1978, February 15, 1978, and 
March 7, 1978, pursuant to Section 6(c) of the Invest- 
ment Company Act of 1940 (the “Act”), for an order of 
the Commission exempting it, as well as any of its 
wholly owned subsidiaries which may be formed, from 
all of the provisions of the Act. 


On March 15, 1978, a notice (Investment Company Act 
Release No. 10159) of the filing of said application was 
issued. The notice gave interested persons an opportu- 
nity to request a hearing and stated that an order dis- 
posing of the application would be issued as of course 
unless a hearing should be ordered. No request for a 
hearing has been filed and the Commission has not 
ordered a hearing. 


The matter has been considered, and it is found that 
the granting of the requested exemption is appropriate 
in the public interest and consistent with the protec- 
tion of investors and the purpose fairly intended by the 
policy and provisions of the Act. Accordingly, 


IT IS ORDERED, pursuant to Section 6(c) of the Act, 
that the application for exemption from all provisions 
of the Act be, and hereby is, granted, effective forth- 
with, subject to the condition, which Applicant agreed 
might be imposed on this order, that at no time shall 
any person other than the present general and limited 
partners and their successors, or other Massachusetts 
life insurance companies and their successors, own an 
interest in the Applicant. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 10210/April 18, 1978 


In the Matter of 

EXETER FUND, INC. 

FIRST INDEX INVESTMENT TRUST 
P.O. Box 1100 

Valley Forge, Pennsylvania 19482 
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(812-4212) 


ORDER PURSUANT TO SECTION 17(b) OF THE ACT 
EXEMPTING A PROPOSED TRANSACTION FROM 
SECTION 17(a) OF THE ACT 


Exeter Fund, Inc. (“Exeter”) and First Index Investment 
Trust (“First Index”) (“Applicants”), both registered 
under the Investment Company Act of 1940 (“Act”) as 
open-end, diversified management investment com- 
panies, filed an application on October 27, 1977, and 
amendments thereto on December 23, 1977, March 3, 
1978 and March 21, 1978, pursuant to Secton 17(b) of 
the Act, for an order exempting from the provisions of 
Section 17(a) of the Act the proposed sale by Exeter of 
substantially all of its assets to First Index in exchange 
for shares of First Index. 


On March 21, 1978, a notice was issued (Investment 
Company Act Release No. 10169) of the filing of the 
application. The notice gave interested persons an op- 
portunity to request a hearing and stated that an order 
disposing of the application would be issued as of 
course unless a hearing should be ordered. No request 
for a hearing has been filed, and the Commission has 
not ordered a hearing. 


The matter having been considered, it is found, on the 
basis of the information stated in the application, that 
the terms of the proposed transaction are reasonable 
and fair and do not involve overreaching on the part of 
any person concerned, and that the proposed trans- 
action is consistent with the policies of the Applicants 
and with the general purposes of the Act. Accordingly, 


IT IS ORDERED, pursuant to Section 17(b) of the Act, 
that the proposed sale by Exeter of substantially all of 
its assets to First Index in exchange for shares of First 
Index be, and hereby is, exempted from the provisions 
of Section 17(a) of the Act. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 10211/April 20, 1978 


In the Matter of 
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ADMIRALTY FUND UNIT PLAN 
1 New York Plaza 
New York, New York 10004 


(811-728) 


ORDER PURSUANT TO SECTION 8(f) OF THE ACT DE- 
CLARING THAT COMPANY HAS CEASED TO BE AN 
INVESTMENT COMPANY 


Oppenheimer Management Corporation filed an appli- 
cation on behalf of Admiralty Fund Unit Pian (“Appli- 
cant”), registered under the Investment Company Act 
of 1940 (“Act”) as a unit investment trust, for an order 
of the Commission, pursuant to Section 8(f) of the Act, 
declaring that Applicant has ceased to be an invest- 
ment company as defined in the Act. 


On March 23, 1978, a notice (Investment Company Act 
Release No. 10176) was issued of the filing of said ap- 
plication. The notice gave interested persons an oppor- 
tunity to request a hearing and stated that an order dis- 
posing of the application would be issued as of course 
unless a hearing should be ordered. No request for a 
hearing has been filed, and the Commission has not 
ordered a hearing. 


The matter has been considered, and it is found that 
the Applicant has ceased to be an investment company 
as defined in the Act. Accordingly, 


IT IS HEREBY ORDERED, pursuant to Section 8(f) of 
the Act, that the registration of Admiralty Fund Unit 
Plan shall forthwith cease to be in effect. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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Litigation Release No. 8373/April 14, 1978 


SEC v. INTERNATIONAL POSTAL SYSTEMS, INC., ET 
AL. (N.D. Miss.)(WC 78-14S) 


Richard M. Hewitt, Administrator of the Fort Worth Re- 
gional Office of the Securities and Exchange Commis- 
sion today announced that on April 6, 1978, Federal 
District Judge Orma R. Smith, Corinth, Mississippi, 





signed Orders of Permanent Injunction by Consent 
with respect to James Byron Waeckerle, Jay, Okla- 
homa; Denzil Barnes, Springfield, Missouri; and 
George Michael Malone, Marks, Mississippi. 


Waeckerle, Barnes and Malone consented to the 
Orders of Permanent Injunction without admitting or 
denying the allegations of the Commission’s Com- 
plaint, which was filed on February 16, 1978, and al- 
leged that Waeckerle, Barnes, Malone, and others, had 
violated the registration and antifraud provisions of the 
Federal Securities Laws in connection with sale and 
delivery after sale of the common stock of International 
Postal Systems, Inc., Jackson, Mississippi. 


The Order of Permanent Injunction against Waeckerle 
included his consent, without admitting or denying the 
allegation, to a violation of the transfer agent registra- 
tion provision of the Federal Securities Laws. 


For further information, see Litigation Release No. 
8305. 





Litigation Release No. 8373/April 14, 1978 


SEC v. INTERNATIONAL POSTAL SYSTEMS, INC., ET 
AL., (N.D. Miss.)(WC 78-14S) 


Richard M. Hewitt, Administrator of the Fort Worth Re- 
gional Office of the Securities and Exchange Commis- 
sion today announced that on April 6, 1978, Federal 
District Judge Orma R. Smith, Corinth, Mississippi, 
signed Orders of Permanent Injunction by Consent 
with respect to James Byron Waeckerle, Jay, Okla- 
homa; Denzil Barnes, Springfield, Missouri; and 
George Michael Malone, Marks, Mississippi. 


Waeckerle, Barnes and Malone consented to the 
Orders of Permanent Injunction without admitting or 
denying the allegations of the Commission’s Com- 
plaint, which was filed on February 16, 1978, and al- 
leged that Waeckerle 





Litigation Release No. 8374/April 19, 1978 
U.S. v. BARRY S. MARLIN (C.D. Calif., CR 77-965) 


Andrea Sheridan Ordin, United States Attorney for the 
Central District of California, and Gerald E. Boltz, Ad- 


ministrator of the Los Angeles Regional Office of the 
Securities and Exchange Commission, announced that 
on April 10, 1978 the Honorable A. Andrew Hauk, 
United States District Judge in Los Angeles, sentenced 
Barry S. Marlin to ten years in prison followed by five 
years probation. Marlin was immediately committed to 
the custody of the Attorney General following the im- 
position of sentence. 


The sentence imposed by Judge Hauk was based upon 
a plea of guilty entered by Marlin on March 22, 1978 to 
6 counts of a 24 count indictment charging him with 
securities fraud, mail fraud and causing the filing of 
false tax returns. The indictment was returned on July 
27, 1977 by a grand jury sitting in Los Angeles. 


In another federal indictment, returned in Chicago, 
Marlin was sentenced to three years imprisonment 
after he plead guilty to 6 counts of mail fraud. This 
sentence will be served concurrently with that imposed 
in Los Angeles. 


Judge Hauk indicated that the ten year sentence may 
be reduced if Marlin submitted a viable and reasonable 
plan of restitution to investors. 


The investigation leading to this prosecution was joint- 
ly conducted by the Commission’s Los Angeles Re- 
gional Office, the Postal Inspection Service and the In- 
ternal Revenue Service. The case was presented to the 
grand jury by Tom Nolan, Assistant United States At- 
torney. 


For further details, see Litigation Release No. 8113. 





Litigation Release No. 8375/April 19, 1978 


UNITED STATES v. PAUL L. HUNTSMAN, JR. 
78 Crim. 141(LFM) 


William D. Moran, Administrator of the New York 
Regional Office of the Securities and Exchange Com- 
mission (“Commission”), and Robert B. Fiske, Jr., 
United States Attorney for the Southern District of New 
York, announced that on April 6, 1978, Paul L. 
Huntsman, Jr. pleaded guilty to one count in satisfac- 
tion of three counts of an indictment originally re- 
turned on March 2, 1978. The subject count charged 
him with conspiracy to provide false and misleading in- 
formation to the Commission and a federal grand jury 
in connection with an investigation into the securities 
of Dimensional Entertainment Corporation. 
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By the Commission. 





Litigation Release No. 8376/April 19, 1978 


U.S. v. GARY L. DIGIROLAMO 
D. Hawaii, Cr. No. 77-01344 


Harold M. Fong, United States Attorney for the District 
of Hawaii; Gerald E. Boltz, Regional Administrator, 
Los Angeles Regional Office; Leonard H. Rossen, As- 
sociate Regional Administrator, San Francisco Branch 
Office, and Jack H. Bookey, Regional Administrator, 
Seattle Regional Office, announced that on April 11, 
1978, Gary L. DiGirolamo (DiGirolamo) entered pleas of 
nolo contendere in the United States District Court for 
the District of Hawaii, before Judge Dick Yin Wong, to 
five counts of an indictment charging securities fraud, 
wire fraud, mail fraud, and the interstate transportation 
of a security knowing the same to have been taken by 
fraud. 


DiGirolamo, formerly of Honolulu Hawaii, was indicted 
on December 1, 1977, by a federal grand jury in 
Honolulu Hawaii, for 27 counts of securities fraud, 8 
counts of wire fraud, 14 counts of mail fraud, and one 
count of the interstate transportation of a security 
knowing the same to have been taken by fraud. The in- 
dictment charges that DiGirolamo, through Capital 
Underwriters, Inc. (CU) and other corporations and en- 
tities, engaged in a scheme, device, and artifice to de- 
fraud in the offer and sale of limited partnership 
interests to the public. The indictment alleges that 
approximately $7,650,000 was raised from about 500 
investors to provide initial capital for developers to 
build condominium projects in Hawaii and elsewhere; 
it did not have; that excess funds were raised; that 
about 65% of the funds raised were not paid to devel- 
opers; and that DiGirolamo misapplied approximately 
$1,400,000 which was described on CU’s books as 
“advances”. 


Sentencing will take place in September after comple- 
tion of a presentence investigation and report. For 
further information see Litigation Release No. 8317. 





Litigation Release No. 8377/April 20, 1978 
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S.E.C. v. IU INTERNATIONAL CORPORATION 
(United States District Court for the District of, 
Columbia, Civil Action No. 78-0689) 


The Securities and Exchange Commission (“Commis- 
sion”) announced it instituted an injunctive action 
against IU International Corporation (“IU”) on April 17, 
1978, by the filing of a complaint charging IU with vio- 
lation of the proxy and reporting provisions of the fed- 
eral securities laws during the period from 1972 to the 
present. 


In its complaint, the Commission alleged that, from 
1972 through 1975, IU failed to disclose in its proxy 
statements and annual reports the payment of legal 
fees in connection with the A/sco-Harvard Fraud Liti- 
gation, (D.D.C. No. 659-71) in which John M. Seabrook 
(“Seabrook”), the chairman of the board of directors of 
IU, and two other IU employees were named as defen- 
dants. The Commission also alleged that, in 1976 and 
1977, IU inadequately described the facts surrounding 
the payment of such fees, which aggregated approxi- 
mately $445,000, and settlement costs of approxi- 
mately $520,333 in connection with such litigation 
which was settled as to Seabrook in March 1976. The 
Commission alleged that IU was neither named as a 
defendant in nor involved in any way in the activities 
which formed the basis of such litigation. The Com- 
mission averred that, in such litigation, Seabrook and 
others were charged with violations of the federal secu- 
rities laws in that they failed to disclose to the share- — 
holders of Alsco, Inc., a public company unrelated to 
IU, in connection with a proposed acquisition by that 
company, that the firm to be acquired, Chromcraft Cor- 
poration, had been involved in a scheme to defraud the 
federal government by the submission of falsely in- 
flated invoices by its suppliers in connection with a 
Chromcraft contract with the United States govern- 
ment. Seabrook denied knowledge of such scheme. 


The Commission also alleged that IU paid the above- 
described legal fees and settlement costs, in part, to 
avoid adverse publicity regarding (1) certain matters 
occurring prior to September, 1965, (2) the existence of 
business relationships between IU, Seabrook, and 
other persons, and (3) the existence of an account ina 
Swiss bank established by Seabrook and the transfer to 
Seabrook at such bank of certain payments during the 
period 1963-1964. 


Simultaneously with the filing of the complaint, the 
Court issued a Final Judgment of Permanent Injunc- 
tion enjoining IU from violating the annual report and 
proxy provisions of the terms of a Consent and Under- 
taking (“Consent”). IU consented to the entry of the 
Final Judgment without admitting or denying the alle- 
gations. 





The Consent, among other things, states that IU has 
appointed Arthur J. Lane, Esq., who is satisfactory to 
the Commission, as Special Counsel to investigate, 
among other things, the matters alleged in the Com- 
mission’s complaint, statements made by Seabrook 
and others in connection with the authorization by IU’s 
board of directors fo the above described payment of 
legal fees and settlement costs to determine whether 
any misstatement of a material fact was made or any 
material fact was omitted in statements made to IU’s 
board of directors prior to its decision to authorize 
such payments, other matters relating to such 
authorization, and IU’s internal controls with respect to 
approval and disclosure of remuneration other than 
salary to its officers and directors. The Special Counsel 
shall also determine, if such a misstatement or omis- 
sion occurred, what amount Seabrook would be re- 
quired to pay to IU. The Special Counsel will also deter- 
mine whether IU’s board acted in a legally proper 
manner under then applicable state corporate and fidu- 


ciary principles when it authorized such payments. The 
Consent also provides that if Seabrook objects to the 
determination of Special Counsel with respect to the 
bases and amount of the determined repayment, the 
determination may be submitted to a Special Review 
Panel of threemembers satisfactory to the Commission 
for review. The Special Counsel’s report and the report 
of the Special Review Panel, if any, are to be filed with 
the Court and the Commission and disseminated to IU 
shareholders, subject to procedures whereby IU may 
seek a protective order. IU consented to the entry of the 
Final Judgment without admitting or denying the alle- 
gations. 


In a separate Acknowledgement and Undertaking 
attached to the IU settlement papers, but which was 
not “so ordered” by the court, Seabrook agreed to be 
bound by the terms of the Final Judgment against IU 
and to be bound by the procedures and determinations 
with respect to the repayment issue. 





SEC DOCKET/859 





UNITED STATES 
GOVERNMENT PRINTING OFFICE 


DIVISION OF PUBLIC DOCUMENTS 
WASHINGTON, D.C. 20402 


OFFICIAL BUSINESS 


POSTAGE AND FEES PAID 
U.S. GOVERNMENT PRINTING OFFICE 


FIRST CLASS MAIL 375 


SECD SERIA300SBISSOUEO36R 
SERIALS PROCESSING DEPy 
XEROX UNIV MICORFILMS 
300 N ZEEB RO 

ANN ARBOR KI 46106 


FOR SALE BY THE SUPERINTENDENT OF DOCUMENTS U.S. GOVERNMENT 
PRINTING OFFICE WASHINGTON, D.C. 20402 
SUBSCRIPTION PRICE: $43.00 A YEAR: $5.00 ADDITIONAL FOR FOREIGN MAILING 


THE PRINTING OF THIS PUBLICATION HAS BEEN APPROVED BY THE 
OFFICE OF MANAGEMENTAND BUDGET (JANUARY 1, 1974) 





